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To Journal Readers and Subscribers: 


The return of The Journal to Wisconsin, after seventeen years’ publica- 
tion from Chicago, has brought many thought-provoking comments from 
readers. Consideration was given to the suggestion that some of these eval- 
uations of The Journal be published in this issue. But facts seemed suf- 
ficiently eloquent. The University of Wisconsin, in taking on this added 
responsibility at a time when defense programs are making heavy demands, 
is paying effective tribute to the efforts of those who have carried it thus 
far, and is giving recognition to it as a publication which has established 
merit. 

The delay in publication date of this first issue from the University of 
Wisconsin has been kept at a minimum. The officials of Northwestern Uni- 
versity have cooperated graciously during the interim period of moving of 
offices. Priority rulings added to the problem of the physical transfer of 
records, which was completed late in February. If you have not received 
prompt attention to your orders and communications recently, your in- 
dulgence is requested. 

PLEASE NOTE. Contributors of major articles to The Journal will 
hereafter receive one hundred reprints of their article gratis. This consti- 
tutes a change in previous policy. The Editorial Council, now being com- 
pleted, will be announced in the next issue. The Editorial Office is in 
Sterling Hall, University of Wisconsin, Madison, Wisconsin, and all com- 
munications should be addressed there. Managing Editor. 
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A Quarter Century of Land Economics 
By CLARENCE A. DYKSTRA* 


We the return of the Journal of 
Land and Public Utility Economics 
to the University of Wisconsin it is well 
to recall that this transfer marks exactly 
a quarter century of development in the 
field of land economics. It was in 1917 
that Dr. Richard T. Ely published his 
paper “Landed Property as an Economic 
Concept and as a Field of Research,” a 
significant title for the land economist 
because it emphasized the institutional 
aspect of the subject.t. This does not 
mean, of course, that land had not been 
a subject for serious consideration before 
this; in fact it was almost central in the 
doctrines of the classical economists. 
Henry George merely carried their doc- 
trines to a logical conclusion and the re- 
plies of his “classical” opponent were not 
altogether convincing. However, he did 
not recognize the trend already under 
way which would subordinate land. to 
other forms of property in the economic 
world until today it has been called “the 
heritage of the underprivileged.” 
Another stream of interest in land 


* President, University of Wisconsin. 
*American Economic Review Supplement, vol. 
VII, #7, March 1917. 


economics arose out of the conservation 
movement. This interest can be found 
in the writings of scholars and scientists 
long before Theodore Roosevelt and Gif- 
ford Pinchot dramatized the cause in 
1908. Frederick Jackson Turner called 
attention to the passing of the frontier 
and the coming “scarcity” of land. The 
creation of the federal forests, federal rec- 
lamation of arid lands in the same era 
marked a definite change in the Amer- 
ican land policy. By 1908 the crusade 
for conservation was under way and 
shortly thereafter appeared President 
Van Hise’s classic, The Conservation of 
Our Natural Resources. Economists were 
not asleep during this period and made 
their own contributions. Dr. L. C. 
Gray’s two articles in 1913-14 and the 
Ely-Hess-Leith and Carver, Foundations 
of National Prosperity, are landmarks in 
the literature dealing with the economics 
of conservation. 

Concurrently with these events other 
challenging problems arose. Prominent 
among them was the constantly growing 
proportion of tenant-operated farms, and 
a considerable body of literature had ap- 
peared in this field before the War of 
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1914-1919. During the war the emphasis 
shifted to land utilization and settlement 
and after the war the severe period of re- 
adjustment stimulated research in land 
classification, tax delinquency, zoning, 
the shifting of agricultural land into for- 
ests, grazing and other nonagricultural 
uses. Tax delinquency created a “new 
public domain” of publicly owned land 
on the margins between agriculture and 
grazing, farming and forests, and in the 
transition zone between urban and rural 
land uses. Public programs of resettle- 
ment, retirement of submarginal land, 
public land acquisition, soil conserva- 
tion, tenant purchase and land-use plan- 
ning have challenged the land economist 
in his teaching, research and administra- 
tive capacity. 

By 1919 the interest in land economics 
had become crystallized enough so that a 
Division of Land Economics was organ- 
ized in the Bureau of Agricultural Eco- 
nomics of the Department of Agriculture 
in Washington, with Dr. L. C. Gray in 
charge. Its early studies were concerned 
with the land boom in Iowa, farm credit 
as a means of helping farmers to become 
owners, and land settlement in the Lake 
States.” 

Also in 1919 Dr. Richard T. Ely gave 
the first course in Land Economics under 
that name although he had taught vari- 
ous phases of the subject in other courses 
and seminars as far back as 1910. Shortly 
after that he organized the Institute for 
Research in Land Economics and Public 
Utilities and gradually built up a staff of 
research workers who also gave courses 
in these two fields at the University of 
Wisconsin. The third step was the found- 
ing of the Journal as an outlet for the 


*L. C. Gray, “Evolution of the Land Program of 
the United States Department of Agriculture,” an 
address before the Bureau of Agricultural Economics 
Conference on Land Planning, March 22, 1939. 


publication of the research of the Insti- 
tute as well as a vehicle for research and 
free expression of opinion and discussion 
of all those engaged or interested in the 
two fields represented by the Journal. 
Meanwhile, another stream of interest 
in land economics flowed out of the fields 
of city planning and urban land eco- 
nomics. Reenforced by the unexampled 
expansion of cities, real estate develop- 
ments and industrial growth of urban 
centers in the early 1920's, research and 
teaching in this phase of land economics | 
developed. Many of the courses, books |) 
and publications in the applied aspects | 
of urban land economics, financing, zon- | 
ing, city and regional planning stem 
from this period. A course in urban land | 
economics was offered at Wisconsin in § 
1922 and real estate courses were started 
two years later. After Dr. Ely moved to | 
Northwestern University in 1925 the [| 
work in these two fields was greatly | 
expanded.® Interest in this sector of land | 
economics has continued to grow, with 
the problems that came out of the col- 
lapse of the “boom,” that arose with the 
rapid “decentralization” of cities and the 
consequent drastic readjustment in land 
uses in the cities and the rural-urban 
fringe. The public’s interest in this 
phase is indicated by such publications as 
“Our Cities” by the Urbanism Commit- 
tee of the National Resources Planning 
Board and subsequent publications. 
The above is a crude, inadequate 
sketch of the scope and content of land 
economics. Land economics covers not 
only the fields mentioned but also for- 
ests, recreational land, water resources 
and minerals. Public utilities, especially 
those concerned with transportation, 
water powers and those furnishing neces- 


® George S. Wehrwein, “Development and Present 
Scope of Land Economics,” Journal of Land and 
Public Utility Economics, May 1927, p. 203-206. 
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sary services to land are integrated with 
land and its utilization. A survey of the 
articles published in the Journal during 
its 17 years of history will reveal that 
every one of these phases of land eco- 
nomics and public utilities has been rep- 
resented in its pages. It was started under 


Miss Helen Monchow under whose effic- 
ient guidance and administration the 
Journal has made an enviable reputation 
among well edited scientific publications. 
To them and to Northwestern Univer- 
sity, who for so many years carried the 
burden of editing, managing and financ- 





eco. ff the able management of E. W. More- ing the Journal, we, who now assume 

pled | house and later the managing editor was __ these tasks, are deeply grateful. 
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zon- | Dear Journal Editors: 
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land The return of The Journal of Land & Public Utility Economics 

n in | to the University of Wisconsin is, to me, very welcome and 

arted heartening news. It is coming home. 

id to fi We all appreciate what was done for the Journal and for those 
the | of us who went to Northwestern University. We appreciate 

eatly | especially the fine services of Dr. Helen Monchow. In my opinion, 


land | The Journal of Land & Public Utility Economics has been one 
of the best written and best edited of all the economic journals. 
It has a unique field and this it has filled admirably. 

Wisconsin is home. No other university in the country has 
done for land economics what Wisconsin has done and is doing. 
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— It also holds an enviable position in the field of public utilities. 

een A splendid arrangement has been made for the editing of the 
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of The Journal of Land & Public Utility Economics at Wisconsin. 
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Patterns and Recent Trends of Chicago’s 
Outlying Business Centers 
By HAROLD M. MAYER* 


HE outlying business centers are im- 

portant features of the land use pat- 
tern of Chicago. They are unequalled 
in size, number, and importance by those 
of any other American city. The central 
business district is duplicated on a small- 
- er scale at many places in the city by 
large commercial nucleations which per- 
form, for the residents of the areas sur- 
rounding them, many of the functions 
which the Loop performs for Chicago in 
general. Decentralization of business has 
followed close on the heels of decentral- 
ization of population. 

The pattern and structure of Chica- 
go’s outlying business centers very great- 
ly resemble those of most large Ameri- 
can metropolitan areas. Business local- 
ization in many cities has been affected 
by the impact of the automobile and by 
peripheral migration of the better resi- 
dential areas with greatest purchasing 
power. While this study is limited to 
business subcenters within the city of 
Chicago, the methods of analysis, and 
some of the findings are applicable to 
almost every large city. 

Relatively insignificant as late as 1910, 
the volume of business outside the cen- 
tral business district now greatly exceeds 
that within it. According to the 1935 
Census of Business, the total sales vol- 
ume in the central business district 
(the area bounded by Lake Michigan, 
the Chicago River, and Roosevelt Road) 
was $275,766,000, as compared with 
$785,487,000 in the remainder of the 
city.1 Thus 74% of the total volume of 
Chicago retail sales in that year was out- 
side the central business district. 


* Research Planner, Chicago Plan Commission. 


The residents of practically every part 
of Chicago are served by an outlying 
business subcenter in their neighbor- 
hood. Some of these, the major outlying 
business centers, have large department 
stores, theatres, banks, and many other 
types of retail, service, and amusement 
establishments. Others of lesser impor- 
tance are nevertheless important in the 
daily lives of people in their immediate 
neighborhoods, for in them the house- 
wives purchase their food supplies and 
daily necessities. Consideration of the 
number, location, size, and functions of 
these centers must precede the comple- 
tion of a master plan of land use for 
Chicago. 

The rectangular gridiron street pat- 
tern in Chicago has brought about a 
fairly regular spacing of the subcenters. 
There has always been a tendency for 
commercial land uses to locate along the 
mile-section-line and half-section streets 
which are the principal traffic arteries 
and which generally carry the street-car 
and bus lines. The intersections of such 
streets are attractive as sites for commer- 
cial development because traffic passes in 
four directions, usually with transfer be- 
tween street-car or bus lines.? Where the 
few major diagonal streets intersect sec- 
tion-line corners, traffic passes in six di- 
rections and the tendency for growth of 
large subcenters is especially strong. The 
transfer corners are the cores of the busi- 
ness subcenters. The value of the most 


1U. S. Bureau of the Census, Census of Business, 
(1935) Geographic Distribution of Retail Trade in 
Chicago, Illinois. 

*For further discussion of this, Cf. Hoyt, One 
Hundred Years of Land Values in Chicago; and 
Proudfoot, The Major Outlying Business Centers 
of Chicago. 
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valuable corner in each of the subcenters 
may, therefore, be used as an index of 
the importance of the center in relation 
to others throughout the city. 


The Major Centers 


On the basis of the front foot land 
value of the most valuable corner,’ the 
most important of the major outlying 
business nucleations of Chicago are 
grouped as follows: 


A—CENTERS WITH MOST VALUABLE CORNER 
$2,000 OR MORE PER FRONT FOOT 
1. 63rd—Halsted (Englewood) 
2. Madison—Pulaski (Garfield) 
3. Lincoln—Ashland—Belmont 
(North Center) 
4. Milwaukee—Diversey (Logan 
Square) 
Clark—Diversey (Lincoln Park) 
B—CENTERS WITH MOST VALUABLE CORNER 
BETWEEN $1,500 AND $2,000 PER FRONT 
Foot 
6. Milwaukee—Irving Park—Cicero 
(Portage Park) 
7- Commercial—gznd (South 
Chicago) 
8. Chicago—Ashland 
g. Ashland—47th (Packingtown) 
10. Lawrence—Broadway (Uptown) 
11. Jeffery—71st (South Shore) 
12. Cottage Grove—63rd (Woodlawn) 
13. Halsted—7gth (Auburn Park) 
CENTERS WITH MOST VALUABLE CORNER 
BETWEEN $1,000 AND $1,500 PER FRONT 
Foot 
14. Lawrence—Kimball (Albany Park) 
15. Devon—Western (West Rogers 
Park) 
16. Michigan—111th (Roseland) 
17. Howard—Paulina (Rogers Park) 
18. Lincoln—Lawrence—Western 
(Bowmanville) 
19. Halsted—Roosevelt—Maxwell 
(Near West Side) 
20. North—Pulaski (Humboldt Park) 
21. Lake Park—53rd (Hyde Park) 
22. Milwaukee—Lawrence (Jefferson 
Park) 
* Land Values discussed in this paper are all from 
Olcott’s Land Values Blue Book of Chicago and 
Suburbs, 1931 and 1941 editions. 


Stratification of Land Uses 


Just as the city grows outward in con- 
centric bands, so the important business 
nucleations grow outward from the in- 
tersections which form their cores. Com- 
petition for locations is most intense at 
the major corner, where the peak land 
value results; but outward from these 
corners along the major transportation 
axes there is also competition for loca- 
tions, each kind of business seeking to 
get as near to the major corner as its 
rent-paying ability will allow. The result 
is a gradual decline in land values with 
increasing distance from the core inter- 
section.* At the boundaries of the nucle- 
ations the values of the land approxi- 
mate those of the long commercial rib- 
bons which extend for miles along the 
major streets. 

The Chicago Plan Commission has 
made a field investigation of the major 
commercial nucleations in the city out- 
side of the central business district as its 
contribution toward the task now being 
undertaken by the city council in the re- 
zoning of Chicago.5 In the course of this 
investigation, which covered well over a 
million feet of business frontage, it was 
discovered that the business nucleations 
exhibit remarkably similar internal pat- 
terns of business land use. The outer 
boundaries of the nucleations were de- 
termined in the field, based upon the 
occurrence of features of business land 
use transitional between the intensive 
types such as department stores, furni- 
ture stores, and theatres, which serve 
large contributory areas, and the less in- 
tensive types, such as food stores, shoe 
repair shops, and other establishments 


‘This thesis was developed originally by Richard 
U. Ratcliff for Detroit, but the same situation exists 
in Chicago. 

5 The investigation was made by the author, with 
the collaboration cf Matthew S. Rockwell, in its 
early stages. 
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which serve only the daily needs of the 
population in their immediate vicinity. 
Generally speaking, boundaries were des- 
ignated at points where a nucleated, well- 
defined intensive business development 
gives way to a more dispersed, less inten- 
sive ribbon development, to local neigh- 
borhood business use or to non-commer- 
cial land use such as railroads, institu- 
tions, industrial or residential areas, 
parks, or vacant land.° 

The boundaries thus defined in the 
field were found generally to occur 
where the front foot land values, as 
shown by Olcott, fall to about $200. This 
relationship is not invariable, however, 
because other factors such as the direc- 
tion of new growth, the orientation with 
respect to transportation, and relation to 
competing subcenters, are not always 
fully reflected in the land values. Fur- 
thermore, land values do not immediate- 
ly react to changes in conditions affect- 
ing the business areas; there is usually a 
lag of a year or two. 


Are i Patterns 


When the business nucleations, thus 
bounded, are plotted and outlined on a 
large scale map, they are found to assume 
definite areal patterns. These patterns, 
or “ground plans,” are controlled by the 
pattern of streets. The patterns may be 
classified as: (1) intersection, (2) cruci- 
form, (3) attenuated or asymmetrical 
cruciform, (4) bi-modal, (5) cruciform 
modified by diagonal, and (6) quadri- 
lateral. Examples of all types are found 
in Chicago. The first four may be re- 
garded as stages in the development of 
typical nucleations and the latter two 
types of patterns are the results of special 
~The boundary criteria are very similar to those 
used by Proudfoot in his earlier study of Chicago's 
business subcenters. Cf. Proudfoot, Malcolm J., “The 


Outlying Business Centers of Chicago” in Journal 
of Land and Public Utility Economics, February, 


1937+ PP. 57-79- 
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types of street layouts. Typical evolu- 
tion is as follows: 

1. As new areas develop, stores sup- 
plying the needs of the residents come in 
at random but are usually located on the 
section or half-section streets and within 
easy walking distance of their customers. 
These stores are most commonly grocery 
and other food stores. Since the passage 
of the Chicago Zoning Ordinance in 
1923, the stores have been prohibited on 
otherwise purely residential streets and 
have located along the major traffic ar- 
teries. If not at major intersections, they 
tend to be absorbed in the growing rib- 
bons of commercial development which 
commonly extend for miles along the 
major streets. The recent tendency, how- 
ever, is for locations to take place at 
major intersections, since accessibility by 
automobile is increasingly important in 
the areas of new growth on the edge of 
the city. An intersectional development 
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may consist of a group of neighborhood 
food and service stores, or may originally 
consist of filling stations, the trade of 
which is derived from passing traffic. 
Commonly the two types of business uses 
are combined at the same intersection. 
Literally thousands of such nucleations 
exist in Chicago. In the older neighbor- 
hoods, apartments may be located over 
the stores. 

2. As the intersectional nucleation 
grows it expands in all directions along 
the streets which form the intersection. 
The result is a cruciform pattern. At this 
stage, stratification of kinds of business 
use is evident. Intensive uses, such as 
drug stores, banks, and professional office 
buildings, occupy the four corners of the 
core intersections, with less and less in- 
tensive uses outward until, at the edges, 
the purely local neighborhood stores 
may be found. These intersectional cru- 
‘ciform centers are commonly spaced not 
closer than one mile from one another, 
because the section-line streets are so 
spaced, and the economic support is 
from a rather large population. Any 
sized nucleation may be of this type, 
though in the most important subcenters 
the forces of growth do not act equally 
in all directions and the areas of inten- 
sive business development tend to be 
asymmetrical. 

3. The more powerful influences, such 
as population density, purchasing power, 
or traffic flow, very commonly are un- 
evenly distributed with respect to a given 
nucleation, thus destroying the symme- 
try of the business area. A large depart- 
ment store or theater, located some dis- 
tance from a core intersection but within 
the nucleation, may exert a powerful at- 
traction for other business, resulting in 
an asymmetrical cruciform development. 
For example, the most important outly- 
ing business center in Chicago, Engle- 
wood, with nucleus at the intersection of 


63rd and Halsted Streets, has developed 
a long extension southward in the direc- 
tion of the major part of its contributory 
area. The establishment of a large mo- 
tion picture theater at the eastern edge 
of the nucleation, in order to take ad- 
vantage of the larger land area there 
available for development of a parking 
space, has resulted in recent growth of 
the nucleation in that direction. 

4. In some cases the intensive types of 
business land uses characteristic of the 
major outlying centers extend along the 
section-line streets or diagonals between 
two important intersections with no sig- 
nificant break in land values or intensity 
of use. These are bi-modal or dumb-bell 
shaped centers with peak land values at 
two nuclei, and high land values on the 
connecting street as well. Examples of 
this type of development may be found 
on Milwaukee Avenue between Division 
Street and North Avenue, and on 63rd 
Street between Cottage Grove and Wood- 
lawn Avenues. 

5. In addition to the section-line and 
half-section streets most of the diagonal 
streets in Chicago are major traffic arter- 
ies with street-car lines. Where these 
streets cross the section-line intersec- 
tions, traffic flows in six directions. Such 
situations are particularly favorable for 
the development of important business 
nucleations. The business center at the 
intersection of Lincoln Avenue with 
Belmont and Ashland Avenues is the 
largest and busiest outlying business 
center on the north side of the city and 
one of the very few in near-blighted 
areas which have increased in relative 
importance during the past decade. Very 
important business nucleations have also 
developed at Milwaukee, Irving Park, 
and Cicero Avenues, at Lincoln, Law- 
rence and Western Avenues, and at sev- 
eral other six-cornered major intersec- 
tions, particularly on the north side. 
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Typically, the ground plan of such nu- 
cleations shows an elongated develop- 
ment on one arm of the diagonal. 

6. A further development of the bi- 
modal pattern may produce a quadrilat- 
eral, particularly where important paral- 
lel streets are relatively close together. 
In this type of development the business 
uses are located on the major streets 
forming a hollow square, with other than 
business uses on the inside. Peak land 
values are at the four corners of the 
quadrilateral. Because of the regular 
spacing of the major streets this type of 
development is rare in Chicago. The 
Uptown center, formed by Lawrence 
Avenue, Broadway, Wilson Avenue, and 
Sheridan Road, is the only major nu- 
cleation of this type in the city. 


Analysis of the Cores 


The cores of the business nucleations 
are, for the most part, anchored at the 
major intersections. The centripetal at- 
traction of the intersections is sufficiently 
strong to overcome any tendency which 
the core of the nucleation may otherwise 
have to migrate, regardless of the trends 
in the centers which may affect the land 
use and values other than at the major 
corners. New nucleations grow while 
older ones may dry up, but shifting of 
the cores in the direction of new influ- 
ences, such as population increases, is 
not common. Coalescence with the next 
center would result. In the case of 63rd 
Street in Woodlawn this has happened 
and, in spite of peak values at both 
Woodlawn and Cottage Grove Avenues, 
the half mile between is solidly devel- 
oped with business. The western nu- 
cleus at Cottage Grove has suffered a 
very great decline in occupance and 
value as the purchasing power to the 
west has declined, yet the intersection of 
63rd Street and Cottage Grove Avenue 
is still the most valuable corner. 


Radial Extensions 


Although the cores of the business 
subcenters are relatively stable, the ten- 
tacles of business which extend outward 
from them along the major streets are 
influenced by changes in the population 
and purchasing power of the contribu- 
tory areas to a greater degree. The per- 
centage changes in land values, block by 
block, in each direction away from the 
core as far as the boundaries of the nu- 
cleation are indicative of the tendency 
of the nucleation to shift. The symmetry 
may change and the tentacle in the di- 
rection of the major population increase 
may be relatively healthy while the one 
in the opposite direction may atrophy. 

A tabulation’ which shows the per- 
centage declines in land values, block by 
block, has been made for each of the 
major nucleations. Study of this tabula- 
tion indicates that, although most of the 
business areas have not been affected to 
any significant degree on one side more 
than the others, a few exhibit a notable 
tendency to shift in one direction or an- 
other. In practically every case the move- 
ment is toward stable areas or areas of 
new growth, whereas those portions of 
the nucleations on the sides of the major 
intersections away from the areas of new 
growth are declining in value at a much 
greater rate. 


Extent of Nucleation 


In the city as a whole, there has been 
no general tendency toward either 
greater integration of the commercial 
nucleation around the major intersec- 
tions which form their cores, or toward 


7 This tabulation, titled “Relative Changes in Land 
Values, 1931-1941, by Blocks, at Major Business 
Subcenters,” is on file in the offices of the Chicago 
Plan Commission, and also in the library of The 
Journal of Land and Public Utility Economics. It 
is accessible for study by interested readers. 
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dispersion. The tabulation referred to 
above, shows the average decline in land 
values for the decade 1931-1941 for 
all commercial nucleations in the city 
which serve more than purely local 
neighborhood trade but excluding the 
central business district and its immedi- 
ate vicinity. Only those areas are in- 
cluded which have been determined by 
field inspection to be within the limits 
of a nucleation, as evidenced by the char- 
acter of the land use. The declines in 
land values have been calculated, block 
by block, away from the core intersec- 
tion in each direction as far as the boun- 
daries of the nucleations. The unit is the 
short block, 330 feet in length. Values 
are those given by Olcott for 1931 and 
1941. Where they differ on the two sides 
of a street the average was used, unless 
the differences in value are over 100% 
and field investigation revealed marked 
contrasts in the intensity of business oc- 


cupance on the two sides of the street. 
In such cases the land values on the side 
of the street more intensively used for 
business were included in the tabulation. 


Changes in Land Values 


Table I shows that the relative de- 
clines in land values at varying distances 
from the major corners of the nuclea- 
tions have been independent of the size 
of the nucleations. Separate tabulations 
for each of three groupings of subcenters 
reveal similar relationships. A notable 
exception occurs in the three most im- 
portant primary centers where the de- 
clines in land values have averaged 
greater with increasing distance from the 
core intersection. 

This indicates that the very largest 
centers—Englewood or Southtown, Gar- 
field, and North Center—have tended to 
concentrate to a greater degree than 
most. The result is a very high land 


value peak at the core of each—a peak 
which in these three cases has become 
relatively more important during the 
past decade. 


Within the past few years, decentral- 
ization, as with the central business dis- 
trict, has occurred to some extent in the 
outlying subcenters. The newer large 
theaters, some department stores, and 
scores of “‘supermarkets” are now located 
on the fringes rather than in the cores 
of the nucleations. These represent very 
intensive commercial land uses of types, 
for the most part, that formerly sought 
locations as close as possible to the cen- 
tral intersections of each nucleation. 
Traffic congestion and lack of parking 
space have encouraged and stimulated 
this new trend. Accessibility formerly 
was greatest at the transfer corner. But 
the congestion there is a disadvantage as 
well as an advantage since common-car- 
rier local transportation has become less 
important with increased use of the auto- 
mobile. The centripetal attraction of 
the street-car and bus transfer corners is, 
in the larger subcenters, counterbalanced 
by the centrifugal attraction of the newer 
stores and theaters on the fringe, so lo- 
cated in order to take advantage of the 
greater availability of relatively less ex- 
pensive land, much of which is set aside 
as parking space for the convenience of 
customers. In many subcenters even 
where the decentralization of business 
has not yet occurred, parking lots main- 
tained by groups of cooperating estab- 
lishments are located at or near the edges 
of the intensively developed area. The 
result in the near future may well be a 
decreasing importance of the core inter- 
sections and a more even distribution of 
land values in all parts of the nuclea- 
tions. The boundaries, however, will 
probably remain as definite as hereto- 
fore. 





THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


TABLE I. PERCENTAGE DECLINES OF LAND VALUES OF BUSINESS SUBCENTERS WITH 
RELATION TO DISTANCE FROM HIGHEST VALUE CORNERS* 


1931-1941 











Distance from 
Highest value 
corner (unit 


Average of the three 
Most Important 
Subcenters * 


22 Sub-centers 
with Major corner 
valued $1000 or 
over per front 
foot in 1941 


Average of 58 Subcenters 
in all parts of the city © 





= 330 ft.) 
(in blocks) | No. of blocks 


included 


Average 
Decline 


No. of blocks 
included 


No. of blocks 
included 


Average 


Average 
Decline 


Decline 





Most valuable 
corner 38.1% 
54.6 
61.9 
70.6 
72.6 
65.4 
72.8 
67.1 
72.1 
58.3 
62.5 
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28 54.2% 58 57-77% 
103 63.5 188 64.7 
15 64.4 120 64.2 
37 65.6 61 65.8 
24 62.0 39 64.8 
11 62.5, 19 61.2 
7 64.6 11 - 64.3 
6 64.2 9 65.9 
3 72.6 6 213 
2 3 64.5 
2 2 66.6 


62.7 
66.6 














* Source: Olcott’s Land Values Blue Book of Chicago. 


*® The three most important busiress subcenters, on the basis of volume of sales as reported by the 1935 Census 
of Business, and confirmed by field inspection of land use intensity, are: Englewood or Southtown (63rd and Hal- 
sted) for the South Side; Garfield (Madison and Pulaski) for the West Side; and North Center (Lincoln, Ash- 


land ard Belmont) for the North Side. 
» Subcenters listed earlier in this article. 


Relation to Type of Residential Area 

Surrounding the commercial core of 
the city are a number of roughly concen- 
tric crescents within each of which cer- 
tain conditions and problems have been 
determined to be generally similar. The 
business subcenters are not confined to 
any type of area thus defined but are 
found in all parts of the city. They share 
the problems of each of the areas which 
are contributory to them but, in addi- 
tion, the outlying business centers as a 
group have many common characteristics 
and common problems. 

As indicated in Table II, the greatest 
number of the outlying business centers 
are in the so-called conservation areas. 
These are the areas in which the greatest 

*The types of planning areas as defined by the 
Chicago Plan Commission are: slum and _ blight, 
near-blight, conservation, stable, arrested develop- 
ment, progressive development, and new growth. 
See also Robert C. Klove, “A Technique for Delim- 


iting Chicago’s Blighted Areas,” Journal of Land 
and Public Utility Economics, November, 1941. 


proportion of the population and pur- 
chasing power is concentrated. The 
major objective of planning for these 
areas is the conservation of existing eco- 
nomic and social values for as long a 
time as possible. The prosperity of the 
business centers in these areas is directly 
dependent to a large degree on the 
achievement of this objective. 

The blighted and near-blighted areas 
are rapidly becoming depopulated. The 
result is that most of the business prop- 
erties in these areas have suffered a de- 
cline in value far greater than that for 
the city as a whole. This, together with 
the importance of the nearby central 
business district, explains the small num- 
ber of major commercial subcenters in 
the blighted and near-blighted areas. On 
the other hand, the peripheral areas of 
recent development in which the greatest 
population increases have occurred and 
the highest per capita purchasing power 
is concentrated have failed to develop im- 
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TABLE II. RELATIVE CHANGES IN LAND VALUES OF IMPORTANT OUTLYING BUSINESS 
CORNERS, 1931-1941 








NUMBER OF CORNERS BY TYPE OF RESIDENTIAL LAND-USE AREA 





RELATIVE PERCENTAGE 


CHANGE ‘ ‘ 


(Average of all corners studied Near- 
Blighted Blight vation | Stable 


3 4 5 6 7 
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portant business subcenters. The influ- 
ence of previously existing centers has 
been very powerful. The automobile has 
enabled the population of the areas near 
the edge of the city to reach easily the 


larger subcenters closer to the heart of 
the city. Then, too, the attraction of the 
larger suburban centers, particularly 
those of Oak Park and Evanston, has dis- 
couraged to some extent the develop- 
ment of major business centers in the 
adjacent parts of Chicago. 


Relative Importance of Centers 


Land values may be used as an index 
of the relative importance of the sub- 
centers. They are not ideal for this pur- 
pose but represent the most easily 
handled and most readily available fac- 
tor. 

The value trend of a business corner 
is not a completely valid index of the rel- 
ative changes in importance of the busi- 
ness subcenter of which it is the core, but, 
as demonstrated in this paper, the major 
corner tends to follow the same trend as 
all the other business property in the nu- 
cleation. ‘ 


Table III shows the relative advance 
or decline in importance of many outly- 
ing business corners in all parts of the 
city. Included in the tabulation are all 
major outlying corners which had a land 
value of at least $1,000 per front foot in 
1931.2 The percentage deviation from 
the average decline for all corners stud- 
ied is indicated. This eliminates the 
effect of the general decline in real estate 
values during the decade from 1931 to 
1941, and enables relative changes to be 
studied. For example, a corner with a 
relative change of plus 40% decreased in 
absolute value, but only to the extent of 
60% of the average of all the corners 
which were studied and tabulated. 
Therefore, relatively, it is 40% healthier 
than the average. 

It will be observed that the median de- 
cline of land values of corners in the 
blighted areas for the period 1931-1941 
was between 20 and 29.9% greater than 
the average decline of all corners tabu- 


®Cf. complete tabulation titled ‘Relative Decline 
of Corner Land Values at Outlying Business Inter- 
sections Having a Value of at Least $1,000 per Front 
Foot in 1931, for the Decade 1931-1941,” on file with 
Chicago Plan Commission. 
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TABLE III. LocATION OF BUSINESS SUBCENTERS WITH RELATION TO RESIDENTIAL 
LanpD UsE Type AREAS 











Number of Centers by Value of Most Valuable Corner, 1941 





RESIDENTIAL TYPE AREA* 


Total 
Sub- 
Centers 


Under$1000 
but over 
$1000 in 

$1000-$1500 1931 


Over $2000 | $1500-S2000 








1—Blighted Areas 
2—Near-blighted Areas 
g3—Conservation Areas 
4—Stable Areas 
5—Arrested Areas 
6—Progressive Areas 
7—New Growth Areas ..... 





17 
13 
89 
25 
8 
o 
1 


oO 14 
9 


75 


21 














* Centers on the boundaries between two or more residential land use type areas have been included with the 


better of the two areas. 


lated. The median decline of corners in 
the near-blighted areas was less; between 
10% and 19.9% greater than the aver- 
age, whereas in the conservation areas 
the decline was only zero to 9.9% greater 
than the average. The subcenters seem 
to be the healthiest in the stable areas, 
while those in the conservation areas are 
just about maintaining their relative 
position. The centers in the near- 
blighted and blighted areas, with but few 
exceptions, are declining in relative im- 
portance far more rapidly than those in 
other parts of the city. In general, a ten- 
dency is clearly evident for the business 
_ corners to decline in value relatively less 
as the character of their contributory res- 
idential areas improves. 

The correlation between value of the 
business corners and the character of the 
areas in which they are located, however, 
is far from perfect. There is a consider- 
able degree of divergence. The corners 
studied in the conservation areas, for ex- 
ample, varied from no decline to a de- 
cline of 30 to 39.9% in excess of the city 
average for all business corners studied. 

This divergence is partially explained 
by special local conditions which operate 
in some of the business subcenters and 
partly by the fact that the subcenters 
draw patronage not only from areas in 


their immediate vicinities, but also from 
considerable distances. Business centers 
in conservation areas commonly draw 
from stable areas and areas of arrested 
development, as well as from areas of new 
growth. Some also draw patronage from 
blighted and near-blighted areas. The 
position of a given center in a conserva- 
tion area relative to the better areas out- 
ward or the poorer areas inward toward 
the center of the city may in many cases | 
be an important factor in the relative 
prosperity of the center. 


Relation to Zoning 


The Zoning Ordinance of 1923 has 
imposed upon Chicago—and actually en- 
couraged—the development of a dis- 
persed, almost haphazard distribution of 
business. Practically every section and 
many half-section streets are completely 
zoned for business far beyond any pos- 
sible need for such use. The result has 
been a network of commercial ribbons 
with unprosperous small establishments 
located far from any contributory popu- 
lation of sufficient size to support them. 
Miles and miles of frontage zoned for 
business are vacant. 

Lest the efforts of the framers of the 
Chicago Zoning Ordinance be unduly 
belittled, it must be remembered that 
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twenty years ago zoning was very new 
and nobody of experience had been ac- 
quired in that field. The spirit of the 
time was reflected in the belief that pop- 
ulation and business activity could ex- 
pand without limit. “Make no little 
plans” was the watchword. This was re- 
flected in the zoning of Chicago. Since 
1923, but few amendments (and these 
relatively insignificant) have affected the 
total of land zoned for business. In 1936 
it was estimated that the land zoned for 
commercial use in Chicago was 28.41 
square miles,!° or approximately 6,564,- 
ooo square feet. This is equivalent to 
1,250 miles of frontage. At the same time 
the amount of land actually used for 
commercial purposes in Chicago was 
12.54 square miles, or about 500 miles 
of frontage. Thus only 40% of the land 
zoned for commercial purposes was ac- 
tually so used. 

A very considerable proportion of the 
business, particularly on the long ribbon 
developments, is submarginal as the re- 
sult of a development of business estab- 
lishments far beyond the potential pur- 
chasing of either the present population 
or of any population which may reason- 
ably be expected in the future. The 
curve of population growth has flattened 
out. In areas now built up, very little if 
any increase in population can be reason- 
ably expected. Zoning of residential areas 
in Chicago will henceforth be scaled toa 
much smaller population density than in 
the areas now intensively developed. A 
ceiling will be put on ultimate popula- 
tion, which may be easily estimated for 
the contributory area of existing and po- 
tential outlying business subcenters. 
Zoning for business beyond the support- 
ing capacity of this population would re- 


Hugh E. Young, “Some Practical Methods of 
Rezoning Urban Areas,” in Transactions of the 
American Society of Civil Engineers, Vol. 104 (1939) » 
PP. 904 ff. : 


sult in an incomplete use of the land, and 
an abnormally dispersed business devel- 
opment outside of the major nucleations. 

By far the greater part of the volume 
of business of the city is conducted in the 
nucleated developments. According to 
the 1935 Census of Business, in 7.2% of 
all the area zoned for commercial use, or 
17% of the total frontage. actually used 
for business, 44% of the total retail busi- 
ness outside of the central business dis- 
trict was conducted. This concentration 
would be even greater were it not for 
several specialized types of ribbon devel- 
opments, particularly the “automobile 
rows” where the individual transactions 
represent very large dollar values. 

It seems highly probable that the vol- 
ume of retail business in Chicago could 
be at least doubled without the construc- 
tion of any additional stores and without 
the absorption of any of the vacant land 
now zoned for commercial use. It seems 
quite evident that such a large increase 
in business cannot reasonably be ex- 
pected in view of the slowing up of pop- 
ulation growth. Obviously, the solution 
is to reduce drastically the areas zoned 
for business, at the same time preserving 
the zoning for commercial use in the vi- 
cinity of the commercial nucleations. 

The war-time restrictions placed upon 
the use of the automobile will bring 
about a greatly increased use of street 
cars and buses. If this situation is pro- 
longed, the relative importance of the 
transfer corners which are the cores of 
the nucleations will increase, and further 
concentration of business within each 
center will result. The recent tendency 
toward greater areal extension of the 
subcenters, as shown by peripheral loca- 
tion of newer theatres and supermarkets 
will be arrested. 

In Chicago, the fastest transportation 
all leads to the central business district, 
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and population increases will probably 
occur along these routes. This will favor 
a relative increase in the volume of busi- 
ness in the central business district as 
compared with the outlying centers. 


Commercial Patterns of the Future 


The commercial pattern in the future 
will bear an intimate relation to the 
neighborhoods which each nucleation 
will serve. Neighborhood units or 
“superblocks” will have local clusters of 
stores and service establishments with 
just enough frontage in commercial use 
to meet the needs of the local area. These 
clusters will be at or near the half-and 
quarter - section - line intersections, so 
spaced that no residential development 
will be more than one-quarter mile away 
from the nearest stores. In addition to 
these local neighborhood centers, larger 
nucleations will be encouraged by zon- 
ing for commercial use within a block or 
two of the major intersections. The sec- 
tion-line streets will be available for res- 
idential development free from the 
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threat of invasion by incompatible com- 
mercial uses. Houses will face away from 
the main arteries of traffic so that access 
will be provided to the major streets only 
by local streets without direct access from 
abutting property. Thus through traffic 
will be confined to the major streets 
which will interconnect the main busi- 
ness nucleations. Abundant parking 
areas will be provided at the edges of 
the business subcenters, while transfer 
islands and separations from automobile 
traffic will facilitate transfer to and from 
street-car and bus lines in each large 
business area. 

Business subcenters in the future can 
be stabilized. The ceiling which will be 
put on population density in any given 
area will enable prediction to be made 
with some assurance of the population 
which may be reasonably expected in 
each of the neighborhoods of the city. 
Studies such as those of Bartholomew" 
point to the desirable optimum areas for 
efficient operation of business in relation 
ta the contributory population. Future 
business centers can be planned and ex- 
isting ones rebuilt, using the results of 
these and future similar studies. These 
centers will occupy only as much area as 
experience has demonstrated to be ade- 
quate to meet the needs of the communi- 
ties to be served. In the planned rebuild- 
ing of Chicago’s older areas, and in the 
zoning and subdivision of areas of future 
growth, the business subcenters will be 
integral, essential units in each neighbor- 
hood, scaled in size to meet the needs of 
the neighborhood. Estimates of the fu- 
ture population for each part of the city 
and study of optimum size of business 
for this anticipated population will be 
essential prerequisites of Chicago’s mas- 
ter plan. 


Harland Bartholomew, “Urban Land Uses,” 
Harvard University Press, 1932. 
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Integrating the Use of Irrigated and Grazing Land 
in the Northern Great Plains 
By ROY E. HUFFMAN* AND JAMES L. PASCHAL** 


ei HE three primary land uses of the 
West tend to be sharply divided— 
grazing, irrigated agriculture and “dry 
farming.” Arable agriculture in the sem- 
i-arid parts of the Plains is especially 
subject to the vicissitudes of the weather 
cycle in contrast to the stable but less 
spectacular farming under the ditch. 
Grazing likewise can be precarious when 
dissociated sharply from the other land 
uses. 

The integrated use of irrigated and 
grazing lands was early recognized as be- 
ing highly desirable because it would 
lend stability to agriculture, especially in 
times of drought. Major John Wesley 
Powell, Director of the U. S. Geological 
Survey, outlined such an idea in great 
detail in his famous “Report on the 
Lands of the Arid Regions of the United 
States,” in 1879. Powell recommended 
the organization of pasturage districts to 
be used in conjunction with irrigated 
land. Even at that early date, he saw the 
instability of a settlement pattern where 
one operator had all grass land with no 
adequate source of winter feed, while 
another operator had all river bottom 
land and no range land. 

Powell warned the people of North 
Dakota regarding the limitations of the 
western portion of their state in an ad- 
dress to the North Dakota Constitut- 
tional Convention in Bismarck, August 
5, 1889. Major Powell said, ‘““The State 
of North Dakota has a curious position 
geographically in relation to agriculture. 
The eastern portion of the State has suf- 
~ # Associate Agricultural Economist, Farm Security 
Administration. 


** Agricultural Economist, Bureau of Agricultural 
Economics. 


ficient rainfall for agricultural purposes; 
the western part has insufficient rainfall, 
and the western portion is, practically 
wholly dependent on irrigation. In the 
western portion all dependence on rains 
will ultimately bring disaster to the 
people.” 

Time has proven the soundness of 
Powell’s recommendations. A misguided 
land settlement policy of the federal gov- 
ernment resulted in the settlement of a 
large part of the Northern Great Plains 
in relatively small tracts. Land-hungry 
people who failed to realize the limita- 
tions of semi-arid lands were encouraged 
by above normal precipitation to settle 
lands marginal for cropping and to at- 
tempt intensive agriculture on relatively 
small units. It soon became apparent, 
however, that a great deal of the land 
was not suited to crop production and 
that many operators had only a small 
percentage of the acreage necessary for 
an adequate livestock unit. Moreover, 
very few who acquired control of a suf- 
ficient acreage of farm land had access 
to a dependable source of winter feed. 


Drought took its toll following the 
wet period and operators of large, as well 
as small units were forced out of busi- 
ness. Thousands of families left their 
units. Millions of dollars were spent by 
public agencies for various types of as- 
sistance. 

The return of more favorable precipi- 
tation and prices relieved the situation 
somewhat, but the basic maladjustment 
was still left uncorrected. Many opera- 
tors still are trying to farm land unsuited 
to cultivation. Their units are too small 
and they have little security against 
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drought. 

The nation has recognized the basic 
difficulty and is applying corrective 
measures. Development of the type of 
land use and settlement pattern envi- 
sioned by John Wesley Powell is now 
being undertaken in areas of the North- 
ern Great Plains around new irrigation 
developments. A program of this nature 
was first made effective by an appropria- 
tion included in the Interior Depart- 
ment Bill for 1940, approved May 10, 
1939, which authorized the construction 
of water conservation and utilization 
projects in the Great Plains. The legisla- 
tion was based on the recommendations 
of the Northern Great Plains Committee 
of the National Resources Committee as 
reported October 14, 1938. The pro- 
gram has since been facilitated by the 
Wheeler-Case Act of August 11, 1939, 
and subsequent amendments. 

The program is not only being used 
to provide new farms for low income 
operators in overcrowded areas, but also 
to correct basic difficulties and stabilize 
entire areas, both dry and irrigated, 
which may be influenced by the develop- 
ment of new irrigated land. Every effort 
is being made to extend the stabilizing 
influence of the irrigated land to as 
much dryland as possible. A project area 
is now thought of as including the sur- 
rounding dryland. The distance a pro- 
ject will extend into the area around the 
irrigated land will depend on the char- 
acter of the surrounding country which 
will, in turn, determine the methods to 
be used in achieving integrated land use. 


Methods of Achieving Integrated 
Land Use 


The three most important methods by 
which the integrated use of irrigation and 
grazing may be achieved are as follows: 

(1) control and use of grazing land by 
operators living on irrigated farms; (2) 


control and use for feed production of 
small tracts of irrigated land by opera- 
tors living on dryland units in the graz- 
ing area; (3) production of winter feed 
on irrigated farms for sale by dryland 
operators. 

In most areas all three methods must 
be used, but the first is the most desir- 
able. Large blocks of land suited pri- 
marily for grazing are adjacent to or 
near many of the projects now being de- 
veloped. These lands should be used by 
operators of irrigated land. Their live- 
stock can be pastured in the grazing area 
in the summer and wintered on the ir- 
rigated farms. Through the formation of 
a grazing association, operators of irri- 
gated land may acquire control of a graz- 
ing area by purchase or long-time lease 
as it becomes available. Grazing areas 
are, for the most part, submarginal for 
crop production. In many instances, a 
great deal of the land is in public owner- 
ship and is unleased. This publicly- 
owned land, most of which is held by the 
county, may often form the nucleus of 
a grazing area. 

Grazing areas are seldom entirely de- 
void of settlement, but because of im- 
proper land use and small units there is 
ordinarily a rapid turn-over in farm op- 
erators. The development of irrigated 
land offers new opportunity to low-in- 
come operators in overcrowded dryland 
areas. 

Many of these operators may be re- 
settled on irrigated lands and their dry 
farm units may be acquired by grazing 
associations. When practical, the ulti- 
mate goal should be the complete de- 
population of grazing areas and resettle- 
ment of the dryland operators. The elim- 
ination of schools and roads in grazing 
areas generally will permit a reduction 
of taxes and make it more nearly pos- 
sible to keep the land in grass. The con- 
centration of farm families on irrigated 
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lands will increase the availability and 
quality of educational, recreational and 
health facilities and reduce the cost of 
transportation for social and business 
trips. 

Grazing land controlled by an associa- 
tion will be in strong hands and there- 
fore will not be affected materially by 
inflated land values which usually occur 
in the Great Plains with favorable pre- 
cipitation or prices. The land will be 
kept in grass and not sold to individuals. 
The chaotic conditions sometimes 
caused by the competition of operators 
in overcrowded areas for individual 
tracts of land when weather conditions 
are favorable will be largely eliminated. 
Because of the stability obtained 
through integration with irrigated land 
and proper use, the land owners will be 
able to pay taxes regularly instead of 
losing their lands as is often the case 
now. 

Since these areas are seldom devoid of 
settlement, dry farm operators must be 
considered when attempts are made to 
integrate the use of grazing and irrigated 
land. Experience has shown that chances 
for success are against the farmer over 
50 years of age who settles a new irri- 
gated farm. It has also been found that 
many operators over 50 are not inter- 
ested in learning a new type of farming. 
For various reasons, some operators un- 
der 50 years of age do not care to change. 
Although many dryland operators may 
be resettled on irrigated land and the re- 
sources they occupied taken over by the 
grazing association, it is obvious that 
many others must be cared for in other 
ways. 

The second method of achieving in- 
tegrated land use may be applied for 
those operators who are not eligible for 
full time units on the irrigated land and 
cannot find opportunities elsewhere. 
When located near enough to the. pro- 


ject to make it practical, operators re- 
maining on dryland units may increase 
the stability of their operations by the 
use of a small tract of irrigated land on 
which to produce winter feed for their 
livestock. These tracts, which are with- 
out buildings, vary in size from 10 to 50 
acres depending on the needs of the 
operators. In most cases these arrange- 
ments are likely to be of a temporary 
nature and should be terminated when 
the operator finds a better opportunity 
or retires. In either case the vacated dry- 
land resources should be taken over by 
a grazing association. Certain precau- 
tionary measures might be taken in 
order to insure ultimate control by an 
association of the dryland resources oc- 
cupied by operators who cannot be re- 
settled immediately. It may be desirable 
for an association to purchase the occu- 
pied land whenever practical and lease it 
back to the operator as long as he per- 
sonally continues to use it. The associa- 
tion would immediately start using the 
land when vacated by the present oper- 
ator. It must be emphasized that the task 
of integrating the use of irrigated and 
grazing land is not an event but a process 
which will require many years to com- 
plete. 

Since an association is dependent on 
the earnings of its individual members 
to pay operating costs and retire in- 
debtedness, land purchases and _ leases 
must be made at rates which the land 
users can afford to pay. The association 
should determine the permissible rate 
and use it as a guide in purchasing or 
leasing land. The cost of grazing per 
animal-unit month is commonly used 
for this purpose. Experience has shown 
that, in many cases, the land costs are too 
high. Several methods of reducing these 
costs may be used. In some cases, the 
vendor has been willing to reduce his 
asking price. County officials are often 
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willing to reduce tax assessments when 
assured that taxes will be paid regularly 
and promptly. The removal of buildings 
and of other unneeded improvements 
and the reseeding of submarginal crop- 
land also assist in obtaining lower tax as- 
sessments. Payments by the Agricultural 
Adjustment Administration for reseed- 
ing submarginal cropland may also be 
used to reduce costs. 

The integrated use of irrigated and 
grazing land can eventually be achieved 
without causing undue hardship to any- 
one if an association stands ready at all 
times to purchase or lease all lands that 
meet the cost requirements and can be 
used efficiently. This will assist in ad- 
justing submarginal areas to a basis on 
which they can be used profitably. The 
need for large amounts of public assist- 
ance at frequent intervals can be mostly 
eliminated. 

The third and much less tangible 
phase of integration of the use of irri- 
gated and grazing land is through the 
increased availability of adequate and 
cheaper livestock feed to dryland oper- 
ators too far from the irrigation project 
for any type of direct combination be- 
tween irrigated and dryland. The feed 
reserves on an irrigation project add sta- 
bility to an extremely large area in this 
day of motor trucks and easy movement 
of feed supplies. 

The first two methods of integrating 
the use of irrigated and grazing land are 
generally preferable to the third. The 
closer the integration can be made be- 
tween irrigated and grazing land, the 
less likely it is to get out of balance dur- 
ing periods of drought and above aver- 
age precipitation. Operators in the dry- 
land area usually produce sufficient feed 
on their own units during periods of 
high precipitation and do not buy any 
feed from the operators on irrigated 
land. The operators of irrigated land are 


forced to grow other crops when their 
market for feed crops disappears. Be- 
cause of this, dryland operators are often 
unable to buy sufficient feed crops from 
the irrigated land to feed their livestock 
through a drought. Therefore, it seems 
desirable to effect the closest possible in- 
tegration between irrigated and grazing 
land, that is, between feed supplies and 
livestock. 

In addition to areas which are prima- 
rily suited to grazing and which can be 
used by operators of irrigated land, there 
are communities which may be stabilized 
by the removal of some families and the 
proper disposition of land resources va- 
cated by them. Careful selection of set- 
tlers for irrigation projects may do much 
to stabilize the agricultural economy of 
dryland areas and extend the benefits of 
the irrigation development. The bene- 
fits may be greatly increased through se- 
lection of families from overcrowded 
communities, areas consistently requir- 
ing large amounts of assistance, areas of 
improper land use, and isolated farms. 

Land resources vacated by resettle- 
ment clients may be used to enlarge in- 
adequate units of operators remaining 
in overcrowded dryland areas. For ex- 
ample, an eligible operator on a small 
unit may be interested in moving to an 
irrigation project. This operator may 
have a neighbor who is also situated on an 
inadequiate unit but is not eligible for 
resettlement or is not interested in mov- 
ing to the project. A very worthwhile 
adjustment may be made if the second 
operator is aided in securing control of 
the farm vacated by the first operator. 
Many operators are forced to concen- 
trate on risky one-crop wheat farming 
because of the inadequacy of their farm 
units. The combination of two or more 
farms make it possible to place more 
emphasis on livestock production be- 
cause the poorer lands may be returned 
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to grass. It is important that the vacated 
resources be tied down through pur- 
chase or lease before the operator moves. 
If this is done, another operator may 
be prevented from moving on the in- 
adequate unit. 

The selection of operators from iso- 
lated areas may make possible the re- 
duction of costs to the taxpayers for pub- 
lic services. The removal of one isolated 
operator may eliminate the need for sev- 
eral miles of road or make possible the 
closing of a school. In some instances, 
one family necessitates the operation of 
a school at great cost to the taxpayers. 
The blocking out of an area for grazing 
purposes may reduce township govern- 
ment costs and, in some instances, make 
possible the elimination of the township 
government. 


An Example of Integrating Land Use 


The development of the Buford-Tren- 
ton Irrigation Project in Western North 
Dakota is an example of some of the ac- 
tivities being carried on under the Wa- 
ter Conservation and Utilization Pro- 
gram.' When the project and adjust- 
ments are completed, it is planned that 
the use of approximately 100,000 acres 
of grazing land will be directly integrat- 
ed with the use of 20,000 acres of irri- 
gated land. New homes on irrigated land 
will be developed for 200 to 250 farm 
families who will come from dryland 
problem areas. The resettlement of these 
families is expected to make possible the 
enlargement to an adequate size of an 
equal number of farms which are now 
too small. A total of 400 to 500 low-in- 
come families will be rehabilitated and 
established on adequate, stable units, 
which should enable them to make their 
own way without public assistance . 

The Buford-Trenton Irrigation Pro- 





1 Often referred to as the Wheeler-Case Program. 


ject lies between the main line of the 
Great Northern Railway and the Mis- 
souri River. The irrigable land of the 
project begins near the Montana-North 
Dakota State line and extends northeast 
to within about five miles of the town of 
Williston. The development plan con- 
templates that about 14,000 acres of riv- 
er bottom land will be irrigated through 
canals supplied by means of a pumping 
plant at the west end of the project. In 
addition, there are about 6,000 acres of 
arable bench land between the canal 
now being constructed, and the railroad 
right-of-way. It is planned that this acre- 
age will be irrigated at some future date 
by addition of a second pumping lift and 
another canal. Bench land, acquired in 
conjunction with land purchased under 
the main canal, will be available for ir- 
rigated-dry farming combination units 
until such time as the second lift may be 
installed. 

A part of the plan for integrated land 
use includes the Buford-Trenton Graz- 
ing Area located in the southwestern 
corner of Williams County, North Da- 
kota, and comprising approximately 65,- 
ooo acres. The irrigation project and the 
grazing area are contiguous for a distance 
of approximately fifteen miles. The area 
varies from a gently rolling topography 
in the north portion to rough breaks and 
valleys along the Missouri River. The 
major part of the grazing area is not 
classed as rough in topography but a suf- 
ficient number of valleys run through 
the area to provide ample protection for 
livestock in the spring and fall. 

A preliminary investigation revealed 
that this had always been an acute prob- 
lem area. Farming had been attempted 
but with little success. Farms were aban- 
doned and families left the area. Tax de- 
linquency, non-resident ownership and 
relief increased. Many things indicated 
that the area was badly in need of adjust- 
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ment and that it should be use primari- 
ly for grazing. 

In order to verify this belief and to 
determine procedures which might be 
used in effecting adjustment of the area 
and integrating its use with the irrigated 
land, it was decided to assemble certain 
information in detail and map it in 
place. This information included land 
ownership, tax status, land use, operat- 
ing units, location, condition, and ade- 
quacy of farmsteads; water supply, fami- 
ly composition, Farm Security Adminis- 
tration grant history, and livestock num- 
bers by operators. 


Availability of Land 


County ownership of land and wide- 
spread tax delinquency is a good indica- 
tion of distress in a given area. Types of 
land ownership in an area are a good 
indication as to the availability of land 
for sale or lease. Blocks of publicly- 
owned land, particularly county-owned 
land which do not lie within an area of 
definite land management, (national 
forests, grazing districts, etc.) usually in- 
dicate conditions favorable to the forma- 
tion of a grazing association. 

Just as ownership data are a good in- 
dicator of the availability of land as evi- 
denced by the amount of publicly-owned 
land, so are tax status data a good indi- 
cator of the future availability of land as 
shown by the amount of tax delinquen- 
cy. Land on which taxes are five years or 
more delinquent may be safely classified 
as potential county land. 

Of the approximately 65,000 acres 
comprising the Buford-Trenton Grazing 
Area, 25,754 acres; or nearly 40 percent, 
was in public ownership in May, 1941. 
Williams County owned 15,092 acres of 
land not tied up under sales contracts 
and available for lease or sale. The feder- 
al government, state of North Dakota 
and Bank of North Dakota held the 


other publicly-owned lands. 

Since the County Commissioners at- 
tempt to sell county-owned land as 
quickly as possible, this land was con- 
sidered as available for purchase. In ad- 
dition to the county-owned lands, 
another 21 percent of the area was five 
or more years tax delinquent indicating 
that it would probably be taken over by 
the county and sold. Including the coun- 
ty-owned land and land eligible for 
county ownership, approximately 46 
percent of the area probably could be 
purchased. Approximately 15 percent of 
the area was three or four years’ tax de- 
linquent and it was possible that a great 
deal of this land would eventually be 
county land. 

It was realized, however, that some of 
the county-owned lands might be sold to 
individuals and that individuals might 
redeem some of the tax delinquent lands 
on a sales contract basis. It is interesting 
to note, however, that taxes were paid 
up on only one-fifth of the area. 

Resident individuals owned 42 per- 
cent of the area, but many of these own- 
ers were not residing upon their land 
and much of this land was unoperated. 
Corporate and non-resident owners held 
18 percent of the area. It was quite prob- 
able that a large percentage of this land 
would be available for purchase. 

After the detailed investigation of this 
area was completed, the federal govern- 
ment, acting for the Buford-Trenton Co- 
operative Association, purchased 14,413 
acres of county land in this area. A meet- 
ing of the township boards in the area 
involved was held and this procedure 
was discussed. The boards requested the 
government not to purchase certain 
tracts which were desired by residents 
of the area. The government complied 
with this request. The county officials 
agreed to reduce the taxes on the 
acquired land to a level in keeping with 
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the productive capacity of the land. 
Steps are being taken to purchase addi- 
tional land but no attempt will be made 
to acquire land owned or leased by pres- 
ent operators until they voluntarily va- 
cate their holdings. Only land will be 
purchased on which costs are in keeping 
with rates the users can afford to pay. All 
available lands meeting the above men- 
tioned condition will be acquired in the 
near future. Approximately 35,000 acres 
are being appraised at this writing. Of 
this amount it is estimated that 20,000 
acres will be purchased within a year. 


Land Use 


The trend in land use is generally a 
reliable indication of the use to which 
the land is best adapted. A large part 
of the area is still in native sod and a 
great deal of the land which was plowed 
has been abandoned. Some land in the 
area is still being farmed, although it is 
submarginal for crop production, except 
in periods of more favorable precipita- 
tion and prices. There is one locality of 
good farming land comprising about 
7,000 acres at the west of the area along 
the Montana-North Dakota State line. 
This land is not being included in the 
association grazing area. 

Approximately 23 percent of the area 
was unleased and not included in organ- 
ized operating units, according to Agri- 
cultural Adjustment Administration rec- 
ords. Eighty-nine percent of the uncon- 
trolled land was in public ownership, 
most of which was held by Williams 
County. This acreage consisted of 93 
percent pasture land, four percent crop 
land and three percent other land. 


Operating Units 


The Agricultural Adjustment Admin- 
istration records showed 112 different in- 


dividuals as operators of land within the 
Buford-Trenton Grazing Area. Many of 
these individuals were not bona fide 
farm operators. In many instances they 
were non-resident land owners who co- 
operated with the Agricultural Adjust- 
ment Program for the purpose of secur- 
ing payments for restoration, deferred 
grazing, or other practices requiring very 
little expense on their part. There were 
only 22 operators residing within the 
boundaries of the proposed grazing area. 
In addition, there were a number of 
tracts of land in the area operated by 
bona fide farmers who had their head- 
quarters outside of the area. Of the 22 
resident operators, only three or four 
controlled a large enough acreage for a 
ranch unit, the type of agricultural econ- 
omy that should prevail in the area. The 
operators of these larger units will prob- 
ably remain in the area for some time. 
However, it is planned that the associa- 
tion will buy their holdings if they are 
offered for sale some time in the future. 
Operators of inadequate units are being 
encouraged to move to the irrigated lands 
and whenever possible their holdings 
will be acquired by the association. 

Those who are not resettled on the 
irrigation project will be temporarily re- 
habilitated by the use of an irrigated 
feed base tract, but the association will 
attempt to acquire their land resources 
when the present operators leave their 
units. 

The inadequacy of most of the units 
is indicated by the fact that they averaged 
only 861 acres, of which approximately 
one-third was cropland.?, The average 
wheat base per unit was 102 acres. Since 
a few units had a much larger acreage 





? Recommendations contained in the 1940 annual 
report of the County Extension Agent for Williams 
County set the minimum size of a ranching unit in 
the area at 1,920 acres of which 1,800 acres should 
Ye grazing land and 120 acres crop or hay land. 
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of pasture land than the average and a 
few units had a much larger acreage of 
cropland, it is obvious that a greater pro- 
portion of the operating units were small 
and that they had a very low acreage of 
cropland. Under normal conditions crop- 
land in this area is not an asset to the 
operator. 


Farmsteads 


Condition and adequacy of farm 
buildings is usually a good indication of 
the prosperity of an agricultural area. 
In 1941 there were 55, sets of buildings 
in the proposed grazing area. A compar- 
ison of this inventory of buildings with 
the count of buildings made in the same 
area by the North Dakota State Highway 
Department in 1936 indicates rapid 
abandonment. Twenty-seven sets of 
buildings shown as occupied in 1936 
were not occupied in 1941. Nine of these 
were vacant and 18 had disappeared 
completely. Eleven of the sets of build- 
ings shown as vacant in 1936 were still 
vacant and the other three had disap- 
peared. 

Of the 55 sets of buildings in the area, 
in May, 1941, 35 were occupied and 20 
were vacant. Nearly all of the vacant 
buildings were classified as poor and in- 
adequate. Of the 35 occupied sets of 
buildings, 22 were occupied by bona fide 
resident farm operators, 7 by Indian fam- 
ilies and 6 by other families. Approxi- 
mately half of the occupied sets of build- 
ings in the area were inadequate and in 
poor repair. 

The unoccupied sets of buildings will 
be removed as soon as possible from farm 
lands acquired by the association. This 
will be done because the presence of un- 
occupied buildings in the area is likely 
to encourage the re-establishment of in- 
adequate units. In most cases the new 
occupants of these buildings would be 


without funds and in the event they 
could obtain control of land it would 
probably be of poor quality and of in- 
sufficient acreage. The probable result 
would be a heavy relief load and the per- 
petuation of an unprofitable type of land 
use. 


Age of Operators 


In May, 1941, half of the resident op- 
erators of the area were 50 years of age 
or older. The high proportion of elderly 
operators may be associated directly 
with the period of homestead settlement 
when most of the operators came there 
as young men. Children of these opera- 
tors, in most instances, left when they 
reached maturity because of the lack of 
opportunity. Since operators 51 years of 
age and over are usually ineligible for ir- 
rigated units, it appears that the best pro- 
cedure is to assist them in their present 
locations. In order to insure the control 
of their units, the association at a later 
date may well afford to purchase the land 
occupied by these elderly operators and 
lease it back to them for the remainder 
of their lives. When the operator re- 
tires, the association would automatically 
start using the vacated land. All eligible 
operators 50 years of age and under are 
being encouraged to accept an irrigated 
unit. In addition to age, a number of 
other factors including character, health 
and managerial ability determine an op- 
erator’s eligibility for resettlement. 
However, no operator will be approved 
for resettlement unless his dryland re- 
sources are used to effect an adjustment 
in the surrounding area through acquisi- 
tion by the grazing association or as a 
means of enlarging an inadequate unit. 
Attempts are being made to assist ineligi- 
ble or uninterested operators in obtain- 
ing opportunities elsewhere. 
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Public Assistance 


Sixteen of the 22 resident operators 
in the grazing area have received Farm 
Security Administration grants in the 
amount of $11,426.00 or $1.13 for each 
acre of land which they operate. In addi- 
tion to Farm Security Administration 
grants, some of these operators received 
Work Projects Administration earnings, 
public welfare assistance, surplus com- 
modities, emergency Farm Security Ad- 
ministration loans and feed and seed 
loans from the Farm Credit Administra- 
tion. Many of these operators also re- 
ceive Agricultural Adjustment Adminis- 
tration payments. 

The public assistance which has gone 
into this area probably would be suff- 
cient to buy the entire 65,000 acres. By 
properly adjusting the use of this area, 
relief costs will be greatly reduced and 
the present operators given an opportu- 
nity to become self-supporting. The use 
of this area by the association for grazing 
purposes will prevent uninformed or eco- 
nomically desperate operators from re- 
settling the land and developing a type 
of agriculture not suited to the area. 


Other Factors 


The area is well adapted to the pro- 
duction of livestock. It has an adequate 
water supply and will provide summer 
grazing for 2,000 animal units. Only 695 
animal units were being grazed in. the 
area in 1941. It is planned that the graz- 
ing resources of the area will be used to 
provide flexibility in the size of business 
on irrigated units. Grazing rights will 
not be allocated permanently to any op- 
erator or irrigated unit. The grazing 
rights will be distributed in such a way 
as to best serve the needs and desires of 
the operators. One operator may wish 
to relinquish certain grazing rights and 


to reduce the size of his operations as his 
children leave home. Another operator 
may need to increase his scale of opera- 
tions to take care of a growing family. 
This operator would be allocated graz- 
ing rights that might be available. The 
grazing resources will also provide flexi- 
bility in the size of irrigated units which, 
as they are brought into full production, 
may prove to be more or less productive 
than was evidenced in an undeveloped 
condition. 

No schools were operating in the area 
for the 1940-1941 school term. School 
facilities were supplied by four schools 
operating outside the boundaries of the 
area. The demand for other public serv- 
ices was equally light. The road from 
Buford north to U. S. Highway Num- 
ber 2 is the only road within the area 
on which expensive construction work 
has been made. This road has been ele- 
vated and a portion of it gravelled. The 
better cropland is west of this road and 
there are some fairly good graded roads 
extending to the west. In the larger por- 
tion of the grazing area, the roads are 
poorly improved or are merely trails. 


Summary 


The nation was warned more than 
sixty years ago by Major John Wesley 
Powell regarding the agricultural limi- 
tations of the Great Plains. This warn- 
ing went unheeded and the type of agri- 
culture attempted has proven to be gen- 
erally unadapted to the area. Inadequate 
units, risky one-crop farming, and un- 
certain precipitation have contributed to 
the development of an unstable agricul- 
tural economy. The resulting financial 
losses and human privations have given 
rise to problems which can be perma- 
nently solved only by a long-time plan 
to adjust the human and natural re- 
sources of the Great Plains to meet pre- 
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vailing conditions. —The Water Conser- 
vation and Utilization Program, widely 
known as the Wheeler-Case Program, 
offers a means for achieving a more 
stable agriculture under the semi-arid 
conditions of the Great Plains. Integra- 
tion of the use of irrigated and grazing 
land can make possible the stabilization 
of a large area through: (1) control and 
use of grazing land by operators living 
on irrigated farms; (2) control and use 
for feed production of small tracts of 
irrigated land by operators living on dry- 
land units in the grazing area; and (3) 
production of winter feed on irrigated 
farms for sale to dryland operators. 
The process of integrating the use of 
irrigated and grazing land is being car- 
ried out in connection with the Buford- 
Trenton Irrigation Project in Williams 
County, North Dakota now being con- 
structed under the authorization of the 
Water Conservation and Utilization Pro- 
gram. Adjacent to and immediately 
north of the irrigated land lies an ad- 
justment area of approximately 65,000 
acres. The original settlement was rela- 
tively dense and numerous attempts were 
made at crop farming. Experience has 
shown that the area is not suited to crop 
production and intensive agriculture. A 
great deal of abandonment has occurred, 
cropland is returning to grass and large 
acreages of land are uncontrolled. Tax 
delinquency is a serious problem and ex- 
penditures for public assistance have 
been heavy. Relatively few operators 
remain in the area and a great many of 
these are elderly. Most of the operating 
units are too small, and the farmsteads 
are inadequate and in poor condition. 
It is planned that nearly all of this 
adjustment area eventually will be used 
for grazing by an association of operators 
living on irrigated land. More than 
14,000 acres of this land has been pur- 


chased for the association and it is 
planned to purchase 20,000 additional 
acres during the present year. This addi. 
tional land will be purchased as it be- 
comes available. Land in organized oper- 
ating units or land priced too high is 
not being purchased. Buildings will be 
removed and plowed land acquired by 
the association will be reseeded to grass. 

Eligible operators are being encour- 
aged to resettle on irrigated units. They 
are not approved for an irrigated unit 
unless their dryland resources are made 
available to the association or to another 
dryland operator with an inadequate 
unit. Operators ineligible for irrigated 
units are being encouraged and assisted 
to relocate outside the grazing area but 
care is being taken not to force them out. 

Operators who are ineligible for irri- 
gated units and do not leave the area 
will be cared for in the best manner pos- 
sible. They may be allocated irrigated 
tracts on which to produce winter feed 
for livestock. They may also be allocated 
grazing privileges in the area. Both the 
feed base units and the grazing privileges 
will be withdrawn when the present 
operator leaves the unit. At that time, 
the association will attempt to acquire 
the vacated resources. It is expected that 
the association will soon adopt a policy 
of buying occupied dryland units when- 
ever possible and making a lifetime lease 
to the operator. This will be done to 
insure complete and permanent adjust- 
ment of the area. 

The data presented in connection 
with the Buford-Trenton grazing area 
give some indication of the opportunities 
existing in the Great Plains for integrat- 
ing the use of irrigated and grazing land 
in connection with the Water Conserva- 
tion and Utilization Program. The 
Buford-Trenton grazing area is not an 
isolated instance but rather is typical of 
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the possibilities to be found. Many dry- 
land operators are not “livestock mind- 
ed” and are not interested in any tract 
of land that does not have a wheat base 
established under the Agricultural Ad- 
justment Administration program. This 
has resulted in non-crop areas being 
largely unleased although the grazing 
land is often utilized without legal con- 
trol. In some localities, such areas have 
all the aspects of the original open range 
with the exception that the land has 
passed from public domain to county 
ownership. 


The changing fortunes of agriculture 
in the Great Plains present a problem to 
the successful completion of a compre- 
hensive adjustment program. Operators 
located in areas experiencing a favorable 
crop year or two tend to become unduly 
optimistic. Every effort should be made 
to prevent unwarranted optimism during 
periods of above average precipitation 
and rising prices from defeating the 
long-time objectives of a program de- 
signed to better equip Great Plains agri- 
culture to survive unfavorable periods. 








Interest Rates in the Managed Economy 
By MELCHIOR PALYI* 


The Problem 


ECORD low interest rates for a pe- 
R riod approximating a decade, and 
the prospect of their further continua- 
tion for an indefinite length of time, 
raise theoretical and practical problems 
of great significance. The objective of 
the following is to analyze, with special 
reference to the American scene, one or 
two outstanding aspects of these recent 
developments. Our concern is especially 
with the factors which have brought 
about the downward trend of interest 
rates, and with some financial implica- 
tions of a continued “bullish” bond mar- 
ket. The approach is restricted to prob- 
lems of the “pure”’ interest rate: the net 
yield on so-called tax-exempt long-term 
bonds which do not imply a price for 
“‘credit-risk.”” The manifold social and 
economic consequences of Cheap Money 
can barely be touched upon, to say noth- 
ing about political implications. Nor is 
it the purpose of the present article to 
discuss the imposing number of recent 
interest rate theories, or their relevance 
to monetary, banking, fiscal and business 
cycle policies. 

The essential facts are well known. 
The average yield of (partially tax-ex- 
empt) United States government bonds 
not due nor callable for twelve years, has 
fallen from the “inflation”’-time height of 
5-67 in August, 1920, to the pre-depres- 
sion low of 3.17 in December, 1927, and 
fluctuated during the prosperity era be- 
tween 3.17 and 3.74 (March, 1929). It 
rose in the great crisis reaching a peak 
of 4.26 in January, 1932. After a sub- 
stantial but short-lived decline, it rose 
again to 3.53 percent in December, 1933, 
when the decisive turning point came. 


Visiting Professor, University of Wisconsin. 


From that date on, the rate declined with 
only a few minor interruptions, beating 
one low record after another. The lowest 
level registered recently was 1.82% 
(daily average) early in November, 1941. 
Since then the rate has fluctuated closer 
to 1.9%, rising as high as 2.01% toward 
the middle of December, 1941, under the 
impact of America’s entrance into the 
war. All medium and long-term rates 
have more or less closely followed the 
“pure” rate. (Cf. Table I.) A spectacu- 
lar and almost continuous decline of the 
entire rate structure dominated so far the 
trend of the American credit market 
under the New Deal regime. 


Cheap Money on an International 
Scale 


Two obvious explanations along con- 
ventional lines present themselves at 
once to the observer. One is the tradi- 
tional theory that high bond prices are 
the logical counterpart of low stock val- 
ues, both being part and parcel of the 
depression phase of the business cycle. 
This would explain the prevailing Cheap 
Money situation in terms of the previous 
century’s cyclical experience, implying 
that an upturn would cause in the fu- 
ture, as it did in the past, a reversal of 
the present price trends on the security 
markets. The second theory emphasizes 
the mounting gold volume in the United 
States as the decisive agent acting behind 
the scene. This school of thought relies, 
too, on conventional theorizing based on 
the experience of the past. It argues that 
the vast and continued influx of gold, 
whatever its causes, expanded the credit 
base, especially the excess reserves of 
member banks, in addition to directly in- 
flating the deposit volume. It permitted 
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TABLE I. AVERAGE YIELDS OF LONG-TERM TREASURY AND CORPORATE Bonps* 
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Dat reasury|Treasury | grade ate reasury|lreasury| grade ate reasu reasu le 

a* _ |'bonds * | bonds © |bonds © bonds * | bonds » |bonds © bonds * | bonds © |bonds « 

Monthly Series 
1933—Jan. 3.22 _ 4.28 1006 lop. | 2.80 _ 3.32 1939—Jan. 2.47 _ 2.96 
Feb. 3.31 _ 4.34 eb. | 2.77 _ 3.26 Feb. 2.44 _ 2.90 
Mar. 3.42 _ 4.56 Mar.| 2.71 _ 3.24 Mar. 2.34 _ 2.87 
Apr. 3.42 _ 4.63 Age. | 2.68 _ 3.24 Apr. 2.30 _ 2.92 
ay 3.30 _ 4.48 ay 2.66 _ 3.22 ay 2.17 _ 2.86 
June 3.21 _ 4.34 June 2.66 —_— 3.19 June 2.13 _ 2.78 
ul: 3.20 _ 4.28 July 2.65 _ 3.18 July 2.16 —_ 2.76 
vo 3.21 _ 4.23 Aug. 2.61 3.18 Aug. 2.21 _ 2.79 
Sept. 3.19 _ 4.28 Sept. | 2.60 _ 3.15 Sept. 2.65 —_ 3.29 
Oct. 3.22 _ 4.26 Oct. | 2.62 _ 3.14 Oct. 2.60 —_ 3.14 
ies. 3.46 _ 4.45 Nov. 2.53 _ 3.11 Nov. 2.46 — 2.93 
Dec. 3.53 _ 4.40 Dec. 2.51 _ 3.07 Dec. 2.35 _ 2.86 
1934—Jan. 3.50 _ 4.26 1937—Jan. 2.47 _ 3.09 1940—Jan. 2.30 _ 2.81 
“eb. 3.32 _ 4.14 Feb. | 2.46 _ 3.24 Feb. 2.32 _ 2.79 
Mar. 3.20 _ 4.07 Mar. | 2.60 _ 3.36 Mar. 2.25 _ 2.77 
Apr. 3.11 4.00 Apr. | 2.80 _ 3.43 Apr. 2.25 _ 2.74 
May 3.02 _ 3.94 May 2.76 _ 3.36 May 2.38 _ 2.87 
June 2.98 _ 3.88 June 2.76 _ 3.31 June 2.39 _ 2.93 
ul: 2.92 _ 3.83 July 2.72 _ 3.27 July 2.28 ee 2.85 
Fo 3.03 _— 3.87 Aug. 2.72 _ 3.25 Aug. 2.25 = 2.80 
Sept. 3.20 3.89 Sept.) 2.77 — | 3.26 Sept. 2.18 — [331 
Oct. 3.10 _— 3.84 Oct. | 2.76 _ 3.26 Oct. 2.10 _ 2.70 
Nov. 3.07 _ 3.78 Nov. | 2.71 —_ 3.22 Nov. 1.97 2.65 
Dec. 3.01 _ 3.68 Dec. 2.67 _ 3.17 Dec. 1.89 2.59 
1935—Jan. 2.88 —_ 3.60 1938—Jan. 2.65 _ 3.17 1941—Jan. 1.99 _ 2.57 
Feb. 2.79 _ 3.52 eb. 2.64 _ 3.15 eb. 2.10 _ 2.71 
Mar. 2.77 —_ 3.49 Mar. | 2.64 _ 3.16 Mar. 2.01 2.73 
Apr. 2.74 —_ 3.47 Apr. | = 2.62 —_ 3.25 Apr. 1.96 _ 2.76 
May 2.72 _— 3.48 ay 2.51 _— 3.14 ay 1,92 —_ 2.75 
June 2.72 _ 3.43 June 2.52 _ 3.15 June 1.91 _ 2.70 
ul 2.69 _ 3.35 July 2.52 _ 3.12 July 1.90 _ 2.66 
~~ 2.76 _ 3.44 Aug. | 2.51 —_ 3.10 Aug. 1.94 _ 2.65 
Sept. 2.85 _— 3.47 Sept.| 2.58 _ 3.12 Sept. 1.94 _ 2.64 
Oct. 2.85 _ 3.46 Oct. | 2.48 3.06 Oct. 1.88 2.23 2.61 
Nov. 2.83 3.41 Nov. | 2.50 _ 3.04 Nov. 1.85 2.22 2.57 
Dec. 2.83 _ 3.39 Dec. | 2.49 _ 3.02 





























* Source: Bulletin of the Treasury Department, December, 1941 
a Average of partially tax-exempt Treasury bonds neither due nor callable for twelve years. Partially tax-exempt 
bonds are those the interest on which is a. from the normal rates of the Federal income tax. 


» Average of taxable Treasury bonds neither 


ue nor callable for twelve years. Taxable bonds are those the interest 


on which is subject to both the normal and surtax rates of the Federal income tax. This average commenced Octo- 


ber 20, 1941 


e¢ Average ‘of 9 bonds, January 6, 1933, through December 6, 1935; average of 15 bonds, December 7, 1935, through 
July 31, 1937; average of 20 bonds, August 1, 1937, through September 13, 1938; average of 5 bonds, September 14, 


1938, to date. 


therefore a far more than proportionate 
expansion of “loans and investments” at 
the banks. Since under the cyclical con- 
ditions prevailing in the 1930’s commer- 
cial demand for bank credit largely evap- 
orated, the banks were (and still are) 
compelled to seek earning assets in the 
bond market, and preferably in govern- 
ment bonds. 

These two theses are, or can be, used 
as mutually supporting each other. In- 
deed, the combination of the two seems 


to provide a complete and well integrated 
explanation of the rising trend of bond 
prices since 1933. True, in previous 
American cycles depressions were often 
periods of gold outflow. But this was due 
(in the 19th century) to the fact that 
the importation of foreign capital sagged 
at times of adverse business conditions in 
this country, a circumstance that has been 
modified or reversed through the change 
of the United States’ international posi- 
tion from a debtor to a creditor nation. 
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At any rate, the inflated gold supply and 
the deflated commercial credit demand 
seem to explain naturally the rising de- 
mand for, and price of, government 
bonds. 

Granted that both factors—cyclical de- 
pression and gold influx—have been in- 
strumental in bringing about or promot- 
ing the Cheap Money development, at 
least in its earlier stages. The decline of 
bank loans in particular, freeing bank 
resources for investment, has been the 
immediate outcome of the 1929-1932 
crisis. From late 1930 to the beginning 
of the second world war, this liquidation 
process reduced the loan portfolio of all 
banks. Similarly, the vast gold influx was 
at least in part independent of American 
financial and other governmental poli- 
cies. High taxes and war signals in Eu- 
rope and the Far East would have driven 
gold toward the United States even if the 
latter had not undertaken anything else 
but to accept it. However, from the very 
outset of the Cheap Money era (begin- 
ning with 1934) powerful political forces 
have been at work on the home front to 
lower the interest rate level. More re- 
cently, interferences on the part of pub- 
lic authorities in the same direction have 
become so numerous and effective as to 
virtually eliminate even the appearance 
of a “normal” or “natural” mechanism 
determining the price of credit. 

A most impressive indication of the 
“managed” character of the Cheap 
Money trend in recent years is pro- 
vided by an international comparison 
of interest ratedevelopments during 
the last decade. Cheap Money, as 
a matter of trend rather than of level, 
prevails virtually in every country, and 
is apparently independent of cyclical 
conditions, gold movements, or other 
“natural” forces. Disregarding minor 
fluctuations, due mostly to adverse war 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


expectations, the pure rate fell in Eng- 
land not only during the depression 
after 1931-1932, but also during the very 
substantial boom—including a housing 
boom supported by cheap real estate 
credit—in the years 1933-1937. No tight- 
ening of the money market, typical of 
an upturn in a nonmanaged economy, 
occurred. Similarly, Nazi Germany 
reached the full employment stage with- 
out any sign of a strain on the credit 
system. Falling interest rates coincided 
with gold influx in the United States and 
Switzerland, temporarily also in Holland 
and in Britain, but with gold outflow, or 
at any rate with a precarious gold posi- 
tion, in Germany, Japan, and in central 
European countries. War and war 
threats have raised the rates for a while, 
but they recovered toward the previous- 
ly reached low levels, or even below, 
once the war got under way. 

Another symptom to indicate that this 
world-wide trend of declining interest 
rates needs an explanation beyond the 
conventional supply-demand approach is 
the fact that it coincides with vastly ris- 
ing national debts. Especially during the 
present war, and contrary to the develop- 
ment of the interest rate during the war 
of 1914, the rates are falling while the 
volume of national debts, and therefore 


the total supply of debt certificates on . 


the respective markets, is rising by leaps 
and bounds. Long-term credit instru- 
ments of the diverse governments appre- 
ciate as their outstanding supply grows, 
contrary to all expectations based on old- 
fashioned supply-demand considerations. 
It seems to make little or no difference 
whether the countries are at war or 
peace; whether they belong politically in 
the democratic or totalitarian sphere, etc. 
It is, however, a permissible generaliza- 
tion that, especially since 1936, countries 
are comparatively the more “progressive” 
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in lowering and stabilizing interest rates 
the more their national debt tends to in- 
crease. Gilt-edged bonds are quoted 
(early 1942) at or near all-time highs in 
all parts of the British Empire—with 
South Africa— the only Dominion on a 
balanced budget, lagging behind the rest 
—in Germany, Japan, and Italy. In neu- 
tral countries with moderate deficits like 
Sweden and Switzerland on the other 
hand, the break of bond prices that oc- 
curred in 1940 has not yet been fully off- 
set eighteen months later, and the fall of 
interest rates proceeds slower than in the 
belligerents. All this contrasts sharply 
with virtually every experience of the 
past. 


Historical Parallels 


Correlation between a large and grow- 
ing national debt on the one hand and a 
declining or stabilized interest rate on 
the other has been observed before. Most 
of the European inflations during and 
immediately after the first World War 
were operated with the aid of a fixed 
bank rate, maintaining a similarly fixed 
yield on the vastly rising volume of gov- 
ernmental debt certificates. However, 
the rate was fixed in virtually every case 
at a level above, not below, the one that 
prevailed previously to the inflation ex- 
periment. And the analogy with the 
present situation is also defective for 
other reasons. In the present post-depres- 
sion period,—and this again holds for 
virtually every country with the excep- 
tion of France,—only a small fraction of 
the national debt is placed (so far) in the 
portfolios of central banks. The “open 
market” absorbs the bulk of the new 
debt, disregarding a substantial part 
shifted to governmental funds and other 
involuntary buyers. In the war period 
after 1914, a major part if not the whole 
of the debt was loaded upon the central 
banks, deluding the credit bases as. the 


debt increased. The pure rate was then 
determined by pure fiat; the political 
authority regulated at will the rate to be 
paid to itself. (Central bank profits find 
their way into the treasuries of most 
countries.) At present, supply of and de- 
mand for funds still seem to determine 
the price of credit, leaving open the 
vital question: What in turn determines 
the demand schedule and the supply vol- 
ume of the capital markets? 

Another apparent parallel to the pres- 
ent Cheap Money system has been pro- 
vided by France before 1914. Between 
1874 and 1914, France’s national debt 
approximately doubled. This was the 
outcome of a budget balanced only in- 
termittently, with deficits arising from an 
unplanned surplus of non-productive ex- 
penditures over current revenues. Dur- 
ing most of that period (especially since 
1879) the yield of the country’s leading 
popular investment securities, the long- 
term and perpetual rents, was held close 
to three percent. Fluctuations were lim- 
ited within a narrow range, compared to 
those of the British consols or of German 
federal and state obligations. The Bank 
of France discount rate was kept simi- 
larly stable, with no more than one or 
two changes a year over several decades, 
as against six or more average annual 
changes of the Bank of England’s official 
discount. 

How was this comparative stabilization 
accomplished under a system of auto- 
matic gold standard, close “cooperation” 
(interest arbitrage) between interna- 
tional money markets, and ‘on a seem- 
ingly unregulated internal capital 
market? It was done by a monetary man- 
agement which created and utilized nu- 
merous loopholes in an unregimented 
monetary system. Gold ‘outflow was min- 
imized time and again, by: discouraging 
the gold exporter either through the 
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threat of retaliation by the central bank, 
or by offering silver five-franc pieces, 
which remained legal tender after the 
abolition of the double standard, instead 
of gold, thereby stretching the discrep- 
ancy between the upper and lower gold 
points. More important was the control 
of the Paris bourse; new issues could be 
admitted only with governmental con- 
sent, permitting at least occasional mar- 
ket manipulations in favor of the gov- 
ernment’s obligations. Their market 
grew automatically with the rise of de- 
posit in the municipal caisses d’épargne 
and in other savings institutions under 
legal compulsion to invest in government 
paper. But the decisive factors which 
permitted a substantial measure of inter- 
est rate stabilization were the savings’ 
habits of the French and the compara- 
tively slow industrial growth of France 
since 1870. So long as the public debt 
grew at a much lesser rate than the addi- 
tions to the public’s “liquid” savings— 
in a country with fairly stable gold re- 
serves and with a slowly rising volume of 
circulating media, including bank depos- 
its—the rentier retained the honds “per- 
manently.” A reasonably remunerative 
yield was instrumental in maintaining 
the investor’s habit to keep the once ac- 
quired securities from the market. This 
habit was very helpful in maintaining 
stability of bond prices in the face of 
cyclical and other changes in market con- 
ditions. The impact of such changes was 
minimized, in addition, by the compara- 
tive cycle-immunity of French economy, 
due to the prevalence of small-scale units 
in agriculture and industry, and to grad- 
ually increasing subsidies and tariff pro- 
tection against international price fluctu- 
ations. 


Management of the Capital Market 


The Cheap Money system of the pres- 
ent era represents a substantially new 





departure in economic engineering, dif- 
ferent from analogous developments of 
the past in scale of application as well as 
in the technique of management and in 
many of the underlying conditions. As 
a matter of fact, it is part and parcel of a 
process, little explored so far, which has 
already revolutionized the structure of 
the capital market, and which tends to 
bring about a credit system fundamen- 
tally different from any of the past. A 
survey of the new managerial technique 
in particular is apt to throw light on 
both the basic changes in the credit struc- 
ture and the potential trends of further 
development. The method of interest 
rate manipulation subservient to the 
Cheap Money policy of this country has 
to do with direct or indirect interference 
either on the demand or on the supply 
side of the credit market, or on both. 

A. To begin with the supply of funds, 
a first objective of Cheap Money man- 
agement is to provide the market so as to 
avoid a disproportion between the rising 
demand for and the available volume of 
liquid funds. The problem arose in the 
crisis of 1931-1933, in the face of the 
hoarding and exportation of gold, inter- 
nal and external runs on the banking sys- 
tem. In the United States, the problem 
of preserving and bolstering the mone- 
tary volume was attacked by the follow- 
ing devices: (a) temporary foreign 
exchange regulations, abandoned in 
1934; (b) suspension of the conversion 
of legal tender into gold coin for internal 
circulation; (c) prohibition of gold own- 
ership and compulsion to deliver gold 
to the Treasury; (d) gold purchases on 
foreign markets at a rising dollar price, 
culminating in the 40% devaluation in 
1934; (e) liberalization of Federal Re- 
serve credit policies, especially by liberal- 
izing, in the Banking Act of 1935, the 
eligibility rules for rediscount; (f) legal 
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provisions to create fiat money, including 
the non-applied Thomas Amendment 
and the silver purchase act, the latter ap- 
plied since 1934 in a continuous fashion; 
(g) legal provisions permitting the ex- 
pansion of the credit base by the Federal 
Reserve System (open market operations 
and manipulation of reserve require- 
ments for member banks) . 

These measures represented the open- 
ing up of actual and potential additions 
to the credit base, with the expectation of 
stopping the monetary panic and permit- 
ting currency expansion to foster an up- 
turn. Devaluation had the additional 
effect of stimulating gold imports on an 
unprecedented scale, and bringing about 
a vastly greater expansion of the cur- 
rency’s gold foundation than had been 
expected by the advocates of that policy. 

B. The next step, after having “led the 
horse to the water,” was to “make him 
drink,” i.e., to make actual use of the new 
possibilities of monetary expansion. The 
methods applied, consciously or other- 
wise, to attract capital into the govern- 
ment bond market, may be classified 
under four major headings. 

First, there is the distraction of capital 
flow from the stock markets. The policies 
of this category have probably no direct 
connection with the Cheap Money pro- 
gram; but of course the effects of a policy 
need not be related to the intentions of 
the policy-makers. Margin regulations 
for speculative security loans, SEC 
methods of interference with the market- 
ing technique (and cost) of new issues, 
etc., are typical of this category. 

Second, certain consequences of taxa- 
tion are relevant. The controversial issue 
of the effects of high income and inherit- 
ance taxes on the volume and direction 
of investments may be left aside. But it 
is undoubtedly true that high corporate 
taxes are a factor driving investment- 
seeking capital into the bond market, and 


the more so the higher the tax rates. 
They are paid at the expense of the in- 
come available for the stockholder, who 
therefore pays twice; at the source as 
well as in the receiving end, while bond- 
holders only carry the latter burden. The 
consequent pressure on stock values,—al- 
ready adversely affected by labor policies 
and other practices of the New Deal,— 
automatically favors the flow of funds 
into bonds. 

Third, even more significant are the 
policies which influence the allocation of 
bank funds. In the administration of the 
Banking Law of 1935 examining author- 
ities exert continuous pressure on the 
banks, tending to direct their funds into 
government bond channels. In spite of 
the introduction of industrial term loans, 
and of F. H. A. loans, examination of 
loan portfolios has established substan- 
tially higher standards since the depres- 
sion, contributing to the liquidation of 
old loans and the limitation of extend- 
ing new ones. However, the incisive 
effect on the institutional demand for 
securities has been exerted through the 
management of bond rather than of 
loan portfolios. The technique strictly 
enforced, particularly in the examina- 
tion of smaller banks, consists in prac- 
tically eliminating other than so-called 
high grade bonds as bank investments. 
High yield bonds usually receive high 
rating, thus excluding low yield bonds 
from the rank of the eligibles. The 
consequence is that the earning assets of 
banks have to be concentrated in such 
securities the yield of which is not sub- 
stantially better than that of comparable 
government bonds. Moreover, the fact 
that the largest reservoir of liquid funds 
is open only to this type of security has 
naturally helped to raise their prices and 
to lower their yields, further diminish- 
ing their attractiveness as compared to 
government bonds. 
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The attractiveness of the latter, espec- 
ially for institutional portfolios, has been 
enhanced also by certain central banking 
and Treasury policies, such as eligibility 
practices and open market operations 
which added greatly to the marketability 
of government securities.1_ The cumula- 
tive effect of such policies has been to cre- 
ate the presumption of a ready market 
for obligations of the Federal Treasury, 
thus providing the latter artificially with 
an unique liquidity status, most desirable 
from the bank’s point of view. 

Lastly, the extension of the federal 
government’s activities into credit fields 
previously open only to commercial in- 
stitutions, an extension financed largely 
through the sale of bonds issued by fed- 
eral agencies, was also instrumental in 
deterring credit demand from its normal 
channels and reducing the outlets for 
bank funds. 

C. Under the economic and financial 
circumstances of the post-depression era, 
and in combination with the methods 
to influence the supply of funds and the 
investment channels, price control meas- 
ures have been and are continuously ap- 
plied on the capital market. The com- 
pulsory elimination of interest on de- 
mand deposits—a particular feature of 
American policy—is an outstanding ex- 
ample of direct and effective price con- 
trol which could not fail to affect the 
entire short-term credit structure. Sim- 
ilarly, the interest rate on important out- 
laying sectors of the capital market, espe- 
cially in the fields of farm and urban real 
estate credits, has been brought arti- 
ficially in line with the general Cheap 
Money trend. This has been accom- 
plished largely by substituting the gov- 


1Cf. M. Palyi, The Journal of Business of the 
University of Chicago (January, 1938) , “Bond Port- 
folios and the Capital Market;” and G. Harold, 
Bond Ratings as an Investment Guide, (New York, 


1937) - 


ernment’s own credit for, or adding it 
to that of the private borrower. 


The New Supply-Demand Situation 


The foregoing is by no means an ex- 
haustive list of recently developed mar- 
ket manipulation practices, the intimate 
interdependence of which has to be prop- 
erly understood. Quantitative interfer- 
ence with the supply of funds, qualitative 
regulation to influence the direction of 
the investment flow, and interest rate- 
controls proper, are often three dimen- 
sions of the same process rather than 
three isolated sets of policies. The bond 
purchases of the Reserve Banks and of 
Treasury agencies, for example, are or 
may be distinctly effective in all three di- 
mensions. The threefold result of this 
array of policies and interferences is the 
creation of a vast reservoir of potential 
investment-funds, restriction of the uses 
to which it may be put, and the injection 
of incentives (plus constraints, if neces- 
sary) to attract them in the direction of 
government paper—the price of which 
has been on the upgrade accordingly. 

In practice, probably only a few of 
these policies had been intended or 
planned to promote the Cheap Money 
situation, and still fewer have been con- 
tinuously applied. But the scarcely in- 
terrupted decline of interest rates over 
a period of years can not be understood 
without realizing the underlying engi- 
neering by manifold devices. They were 
instrumental in creating the money ple- 
thora as well as in directing the alloca- 
tion of funds. They constitute in part the 
permanent set-up which characterizes the 
new supply-demand situation of the 
credit market. In part, they determine 
the market-psychology, the prevailing ex- 
pectations with regard to future interest 
rates. And they also comprise the inter- 
mittent policies of market manipulation. 
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which are decisive at each juncture, and 
which tend toward creating cumulative 
effects. 

(A subsequent article, by the same 
author, will discuss the development of 


interest rates in the short-term money 
market, and in individual sectors of the 
long-term capital market, leading to an 
appraisal of the future prospects of the 
interest-rate trend.—Ed.) 








The Relation of Large Scale Production to Certain 
Costs of Electric Utilities in the United States 
| By HERSCHEL F. JONES* 


_— Public Utility Holding Company 
Act of 1935 imposed upon the Securi- 
ties and Exchange Commission the duty 
of confining the activities of each regis- 
tered holding company to a single inte- 
grated utility system not so large “as to 
impair the advantages of localized man- 
agement, efficient operation, or the effec- 
tiveness of regulation.” 1 In its decisions 
and tentative findings, issued up to the 
present time, the Commission has stressed 
the other qualifications to be met by the 
single integrated system but has not at- 
tempted to set up any empirical criteria 
for the determination of the most eco- 
nomical size of electric utility systems.? 

This study is the result of an attempt 
on the part of the writer to find empirical 
criteria for the determination of an opti- 
mum size for electric utility systems. It 
is a part of a much broader study of the 
integration of electric power resources 
in the United States. 

The relation of the size of the firm 
to the unit cost of production has been 
an important part of economic analysis 
since the days of Adam Smith. A wide 
variety of classifications of the advantages 
of large-scale production exists. It is not 
necessary, however, in this study to at- 
tempt an examination of all such classi- 
fications. Any one of a number of such 
classifications would be adequate for the 
purpose of this analysis. Two of the 
most recent studies of the problem have 


* Instructor in Illinois Institute of Technology. 

1Section 11(b) (1) (C), Public Utility Holding 
Company Act, 1935. 

For a detailed discussion of the work of the SEC 
in enforcing Section 11 (b) (1) of the Act, Cf. Blum, 
Robert, “SEC Integration of Holding Company 
Systems,” Journal of Land and Public Utility Eco- 
nomics, November, 1941. 


been used, that of J. Maurice Clark, and 
that of William N. Mitchell.’ 

A synthesis of the classifications pre- 
sented by these two economists forms 
the following basic pattern which will be 
used for this study: (1) economies due 
to the distribution or allocation of cer- 
tain overhead costs over a larger num- 
ber of units produced; (2) economies 
due to the utilization of larger mechani- 
cal units; (3) economies due to the 
increased specialization of men and ma- 
chines; and (4) economies due to buying 
and selling in larger quantities. In dis- 
cussing the first group of advantages, 
Mitchell states: 

“The mechanization of industry, the devel- 
opment of- industrial research, and the 
modern necessity for securing rare execu- 
tive talent and the costly services of man- 
agerial specialists, all have tended to place 
upon industry an enormous burden of over- 
head cost which can be borne successfully 
only when the output is correspondingly 
great. Mass production seemingly provides 
the only avenue of escape.” ¢ 

It is clear that Mr. Mitchell believes that 
the overhead costs of this type are neces- 
sary for production, that they are con- 
stant costs, and that they cannot be borne 
by small firms. Overhead costs of this 
type do exist but they are probably of 
less importance than other overhead 
costs which are not constant but rather 
increase at a slower rate than the in- 
crease in output. In any event it is clear 
that the large firm has a definite advan- 
tage over the small firm in meeting costs 
in these categories. 


* Studies in the Economics of Overhead Cost, 
J. M. Clark, Chicago, 1923; and Organization and 
Management of Production, W. N. Mitchell, New 
York, 1939. 

‘Mitchell, op. cit., p. 38. 
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The second group of advantages is 
stated in Clark’s terms. What Clark 
means is the relationship between size 
(in terms of capacity of output) and the 
capital cost of the machine, as well as 
the operating cost of the machine in 
terms of the labor and power necessary 
for its operation. Many examples could 
be given of such physical economies of 
large mechanical units. Thus a 20,000 
kilowatt turbine-generator unit does not 
cost twice as much as a 10,000 kilowatt 
unit, nor does it take twice as many men 
to operate it. This is true, of course, of 
only a limited class of machinery and 
within certain definite limits of size. The 
class of machinery (and other capital 
goods such as buildings) is called the 
“container group,” in which the volume 
of the machine or building varies as the 
cube of the dimensions, while the sur- 
face area varies with the square of the 
dimensions. Clark makes it clear that 
because machines are used in combina- 
tions, the economies obtained by in- 
creasing the size of a machine of the 
container group can be passed on to 
machines of other groups as well. As 
he puts the case: 
“Efficiency is a proportion between things 
you want and things you do not want, and 
some of the things are bound to increase 
faster than others, as the working units get 
bigger . . . If we cannot get a gain by in- 
creasing the size of one kind of unit, we 
can merely multiply the number of these 
units, and generally we will still get a gain 
through the increased size or fuller utiliza- 
tion of some other unit that works along 
with them . . . So long as this increased 
number of units can be harnessed together 
mechanically, there will be no difficulty in 
making them pull together, but if pulling 
together depends upon human organization 
we may reach the limit of profitable size 
through reaching the limit of our own or- 
ganizing power.” 5 

The economies due to increased spe- 


®Clark, op. cit., pp. 113-117. 


cialization of men and machines were 
perhaps the first advantages of large-scale 
production to be discussed in economic 
circles. Adam Smith, with his example 
of the manufacture of pins, pointed out 
the very great advantage which speciali- 
zation of labor gave to the large-scale 
producer. In the same way that only the 
large producer can keep a worker busy 
doing a single task, it is only the large 
producer who can afford to have a ma- 
chine that does only one thing. The 
savings arise from the specialization of 
the worker because he gains skill and 
dexterity, because he saves the time nor- 
mally consumed in passing from one task 
to another, because simplification of the 
job shortens the necessary training time, 
and because specialization lends encour- 
agement to the invention of machines 
and other labor-saving devices. 

The final classification of economies 
are those due to buying and selling in 
large quantities. In one sense, these 
economies are the result of the increased 
economic power of the large firm. While 
it is true that the cost of selling a large 
order is less per unit than that of a small 
order, the economic power of the firms 
engaged in the transaction will deter- 
mine which one of them obtains the 
advantage of lower cost or whether it 
will be split between them. 

Not all types of businesses are able to 
obtain the economies or advantages of 
large scale production outlined above. 
Mitchell claims that those businesses 
which will reap the most benefit from an 
increase in the scale of production are 
those which (a) have a highly standard- 
ized product, (b) have a continuous 
process of production, and (c) have a 
high proportion of overhead (i.e., con- 
stant) cost to total cost.® 

It is clear that electric utility com- 


* Mitchell, op. cit., Chapter III. 
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panies meet these qualifications in every 
respect. We should expect, therefore, to 
find the advantages of large-scale produc- 
tion exemplified by the operations of 
such companies. It is not possible, how- 
ever, from the data available, to establish 
the presence of these advantages empiri- 
cally. Any attempt to do so would run 
into a number of difficulties which are 
practically insurmountable. First, many 
things in addition to size, condition the 
cost of producing and selling a kilowatt 
hour of electricity. Second, electric util- 
ities have much less choice as to their 
size than other businesses. They must 
serve their market be it large or small 
and the size of the market is mostly due 
to the accident of geographical location. 
Finally, while cost data for electric utility 
operating companies are more available 
than for most industries, they are still 
far from adequate for an empirical study 
of the advantages of large scale produc- 
tion. 

The problem, however, may be at- 
tacked from another angle. While it is 
not possible to discover whether large 
electric utility operating units actually 
enjoy the advantages of spreading specific 
overhead costs over a larger number of 
units, it is possible to take certain groups 
of expense items for a large number of 
companies and compare the variations in 
costs with the variations in the size of 
the companies. 


7 This is true for only those factors which do not 
have a degree of correlation (direct or inverse) with 
the factor of size. A long list of such factors could 
be compiled. Such a list would include mean annual 
temperature, mean annual rainfall, other climatic 
factors, density of population, methods of regulation, 
etc. 

8 Federal Power-Commission, Statistics of Electric 
Utilities in the United States, 1939, Washington, 
D. C., 1941. 

® Federal Power Commission, Electric Utility Cost 
Units and Ratios, 1938, Washington, D. C., 1941. 


Such an approach to the problem does 
not solve all of the difficulties noted 
above. It is still impossible to eliminate 
the other factors, in addition to the fac- 
tor of size, which influence costs. But 
by grouping a large number of com- 
panies together, and using average costs 
and average sizes for the groups, it can 
be assumed that a large number of the 
other factors will cancel themselves and 
their influence on the costs of the utilities 
so combined.’ 

In 1941 the Federal Power Commis- 
sion published its third annual compila- 
tion of balance sheets, operating state- 
ments, and operating statistics of class A 
and B electric utilities in the United 
States. This compilation was based upon 
the 1939 statements of 383 electric util- 
ities operating in the United States 
which had electric revenues of $250,000 
or more in 1939.8 Also in 1941, the 
Federal Power Commission published a 
companion volume to the Statistics, 
which gives group averages for many of 
the costs of the operating companies.® 
This latter volume is based upon the 
1938 statements of the electric utilities 
reporting to the Commission.!® 

As a part of the present study, three 
major comparisons of size and cost have 


10 All companies reporting to the Federal Power 
Commission are legally required to conform to the 
uniform accounting system set up by the Commis- 
sion. It is doubtful, however, that all companies are 
actually complying fully with the law. For example, 
the Hartford Electric Company as late as December 
1941 was still maintaining its right to keep accounts 
in accordance with the system prescribed by the Con- 
necticut Commission. (Cf. FPC Release No. 1788.) 
To the extent that the operating companies keep 
their accounts in different ways, the data in the FPC 
publications are not subject to comparison and 
hence any analysis based on the data must be inac- 
curate. Unfortunately there is no way of determin- 
ing the extent of such inaccuracies. It is to be 
expected, of course, that the compilers of the data 
made such adjustments as were possible to correct 
such inaccuracies. 
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been made using the Statistics for data: 1 
first, production cost per kilowatt hour 
compared with the size of the operating 
units as measured by the total number 
of kilowatt hours produced; second, dis- 
tribution cost plus customer accounting 
and collecting expense per customer per 
year compared with the size of the oper- 
ating units as measured by the total num- 
ber of customers served; and third, aver- 
age rate of interest paid on bonds 
outstanding compared with the size of 
operating units as measured by the total 
dollar book value of assets. 

The results of these comparisons are 
presented in the accompanying charts 
and tables. Charts I (A), I (B), and I 
(C) show the relationship of the produc- 
tion cost per kilowatt hour and the size 
of the operating utilities as measured by 
the total production of electricity in 
1939. Chart II shows the relationship 
of distribution costs plus customer ac- 
counting and collection expenses per cus- 
tomer and the size of the operating util- 
ities as measured by the total number of 
customers for the year 1939. Chart III 
shows the relationship of the average rate 
of interest paid on bonded indebtedness 
and the size of the operating utilities as 
measured by the total dollar book value 
of assets. 

In computing the cost of producing a 
kilowatt hour, total production costs 
were divided by the total number of 
kilowatt hours produced by each com- 
pany for the year 1939. The companies 
were then divided into four groups: 
those which produced more energy in 
steam plants than in any other manner, 


1A fourth comparison is still in the computing 
stage. It is a comparison of general and administra- 
tive costs per kilowatt hour of energy sold, compared 
with the size of the operating units in terms of area 
served, and/or the greatest distance from the admin- 
istrative office of the operating utility to a load 
center. 


Chart I (A) ; those which produced more 
energy in hydro-electric plants than in 
any other manner, Chart I (B); those 
which produced more energy in internal 
combustion plants than in any other 
manner; and those which purchased 
more energy than they generated, Chart I 
(C). These groups are designated as 
steam, hydro-electric, internal combus- 
tion, and purchasing. Only six operating 
companies fell into the internal com- 
bustion group, and because of the small- 
ness of the sample no further computa- 
tions were made for this group. 

The companies in each of the other 
three groups (steam, hydro-electric, and 
purchasing) were ranked in the order of 
their total kilowatt hour output. On the 
basis of this ranking each group was sub- 
divided into a number of smaller groups 
which contained from 14 to 17 com- 
panies of nearly the same size. An arith- 
metic average was then computed for 
the average kilowatt hour output and for 
the average production cost per kilowatt 
hour (produced or purchased). These 
group averages were then plotted and fit- 
ted with a free-hand curve on semi- 
logarithmic paper. 

The same general technique was fol- 
lowed in computing the other two rela- 
tionships. Distribution plus customer 
accounting and collection expenses per 
customer were first calculated for each 
of 328 companies.!2 The companies were 
then ranked in accordance with the num- 
ber of customers served and divided into 
eight groups of 41 companies each. 
Again simple averages were struck for 
each group and the results plotted. 

In computing the relationship between 
~The other reporting companies either had no 
customers or only a very few. They were excluded 
from the sampie because in most cases they served 
only utilities or large industries and their costs for 


distribution and for customer accounting and collec- 
tion were highly irregular. 
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CHART I(A) 


AVERAGE PRODUCTION CosTs IN MILLS PER KiLowatTr Hour, Crass A & B UTILITIES 
PropucING Most OF THEIR ENERGY IN STEAM-ELECTRIC PLANTS, 1939. 
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17 10,600— 32,877 18,017 7.307 7.68 9.07 — 5.66 
16 35:250— 65,529 50,517 6.024 5-71 8.97 — 4.08 
16 67,100 — 104,297 85,527 4-758 4-45 7.86 — 2.24 
16 104,311— 195,787 142,824 5-096 5-69 9-95 — 1.28 
16 201,261 — 308,115. 248,952 3-631 3-13 7-62 — 2.17 
16 308,588 — 431,438 365,724 3-399 3.38 5-37 —1-41 
16 456,361 — 680,759 531,748 3-127 2.99 4.86 — 2.06 
16 685,807 — 1,453,355 927,499 2.995 2.85 4-97 — 1.61 
16 1,522,848 — 7,555,724 2,909,027 2.815 2.65 4-77 — 1.65 


























Source: Data taken from Federal Power Commission’s Statistics, 1939. 


the average rate of interest paid on 
bonded indebtedness and the total book 
value of assets of the companies, the rate 
of interest paid on each issue was multi- 
plied by the face value of the outstanding 
bonds of that issue. The interest for all 
issues of each company was then added 
and the sum divided by the total face 
value of the outstanding issues for each 
company. The companies were then 
grouped according to size and simple 
averages computed for each group. 


In every case there appears to be an 
inverse relationship of costs to size which 
confirms the thesis that electric utility 
companies enjoy the advantages of large 
scale production. Only in Chart III is 
there a large positive inclination of the 
fitted curve to the right of the chart 
which justified the conclusion that the 
point of optimum size has been reached 
and passed. In most of the other cases, 
however, it would seem that the rate of 
decline of the cost has diminished to the 
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CHART 1I(B) 


AVERAGE PRODUCTION CosTs IN MILLS PER KILOWATT Hour, Crass A & B UTILITIES 
PRODUCING MosT OF THEIR ENERGY IN HyDRO-ELECTRIC PLANTS, 1939. 
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Source: Data taken from Federal Power Commission’s Statistics, 1939. 


point that little additional benefit can 
be expected from a further increase in 
the size of operating units under present 
methods of operation. 

The advantages of large scale produc- 
tion, and particularly the economies due 
to the utilization of larger mechanical 
units are further confirmed in the electric 
utility industry by a study of the Federal 
Power Commission published in 1941. 
This study, Electric Utility Cost Units 
and Ratios, presents a series of four 
tables and charts comparing costs of. util- 


ity companies with their size.1® 

Three of these charts show the rela- 
tionship of investment per kilowatt of 
capacity to size of generating station as 
measured by total kilowatt capacity. In 
each chart the investment is subdivided 
into land, building and equipment. For 
hydro-electric stations a further sub- 
division is made for reservoirs, dams and 
waterways. 


%* Federal Power Commission, op. cit., Table 1, 
Figure 1; Table 2, Figure 2; Table 3, Figure §; 
Table 19, Figure 14. 
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CHART I(C) 


AVERAGE PRODUCTION CosTs IN MILLS PER K1LowaTT Howur, Crass A & B UTILITIES 
PURCHASING Most OF THEIR ENERGY, 1939. 
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15 185,843 — 332.958 237,643 5915 5-738 3-95 — 8.63 
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‘Source: Federal Power Commission’s Statistics, 1939. 


Total investment per kilowatt of ca- achieved by plants with capacities rang- 








pacity for 150 steam generating stations, 
as shown by the first of these charts, 
ranges from $169 per kilowatt for stations 
of less than 1,000 kilowatt capacity (aver- 
age capacity 635 kilowatts) to $98 per 
kilowatt for stations with more than 
200,000 kilowatts of capacity (average 
capacity 355,545 kilowatts). Most of the 
decrease in unit investment, however, is 


ing from 5,010 kilowatts to 10,000 kilo- 
watts (average 7,211 kilowatts), since 
this group has an average total invest- 
ment of only $107 per kilowatt. The 
most significant decrease in unit invest- 
ment occurs in the cost of the equip- 
ment. In fact, the equipment investment 
curve is essentially homologous with the 
total investment curve. 















































LARGE SCALE ECONOMIES IN ELECTRIC UTILITIES 43 
CHART II 
ACCOUNTING, COLLECTION, AND DISTRIBUTION COsTs PER 
CusToMER — Crass A & B UTILITIES, 1939. 
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Number of Customers Cost per Customer 
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Companies Range Average Average | Median Range 
41 1,518 — 5,700 4,129 $10.36 $10.56 $5.36 — $18.25 
41 55735 — 8,517 7:058 8.85 9.04 5-35 — 16.93 
41 8,594— 15,295 115197 9-25 8.51 5-74— 16.04 
41 15,347 — 25,401 20,623 8.72 8.56 4.50— 15.81 
41 26,033 — 435777 35134 9-15 9.03 5-35 — 16.97 
41 43,950 — 75,903 59,268 9-53 | 8.88 4.22— 14.28 
41 76,511 — 145,528 104,931 9-37 8.93 6.00 — 13.67 
41 145,580 — 949,932 324,463 11.22 10.93 5-97— 16.42 
Source: Federal Power Commission’s Statistics, 1939. 


Two hundred and sixty-three hydro- 200,000 kilowatts (average 119,800 kilo- 


electric stations are included in the 
second investment chart presented in this 
study. Total investment per kilowatt of 
capacity ranges from $345 for stations 
with less than 500 kilowatts of capacity 
(average 270 kilowatts) to $159 per kilo- 
watt for stations with capacities of more 
than 100,000 kilowatts but less. than 


watts). Here again most of the decrease 
in unit investment is achieved by plants 
with capacities between 10,010 and 
20,000 kilowatts (average. 14,865 kilo- 
watts) , which had an average total invest- 
ment of $177 per kilowatt. For hydro- 
electric plants the ost significant 
decrease in unit investment occurs in the 
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CHART III 
AVERAGE RATE OF INTEREST PAID ON BONDS 
Crass A & B UTILITIEs, 1939. 
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25 14,412 — 20,241 17,474 4-44 4-47 5-00 3-50 — 6.50 
25 20,477 — 30,626 24,814 4.48 4-25 5.00 3-37 — 5.84 
25 30,783 — 43,999 36,280 4.30 4:50 4-75 3.00 — 5.49 
25 44,103 — = 59797 51,413 4-14 4.00 4.00 $-19 — 5-50 
25 60,326— = 86,974 73575 4.21 3-99 3-50 3-42 — 6.00 
25 87,088 — 147,537 113,428 4.00 3.80 3-78 3-25 — 5-30 
2 151,119 — 1,064,394 312,147 3-75 3.68 3:50 3:36 — 5.33 























Source: Federal Power Commission’s Statistics, 1939. 

investment in reservoirs, dams, water- plants, the greatest decrease in unit in- 
ways, and land. vestment occurs in the cost of equip- 

The relationship of unit investment ment. 

to total capacity for internal combustion The fourth chart published by the 
plants is computed from data on 95 Federal Power Commission shows the 
plants. Investment per kilowatt of ca- relation of accounting and collecting 
pacity ranges from $267 for stations with expenses per customer to the number of 
less than 250 kilowatts (average 154 kilo- customers per company. This relation- 
watts) to $127 per kilowatt for one ship is similar to that in Chart III except 
station with a capacity of 13,365 kilo- that it does not include distribution costs 
watts. Stations with an average of only per customer. The Commission’s chart 
2,742 kilowatts of capacity, however, shows the same general relationship be- 
achieved a unit investment of $131 per tween costs and size as the writer’s study 
kilowatt. As in the case of steam-electric reveals. The per customer expense is 
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high ($3.73) for small companies with 
less than 5,000 customers (average 
3,980), lowest for medium-sized com- 
panies ($3.04 for companies with an 
average of 72,128 customers) , and high 
again for large companies with more than 
500,000 customers ($3.51 per customer 
for companies with an average of 743,812 
customers). The curve is quite flat in 
the central section since companies with 
an average of 38,699 customers had aver- 
age customer costs of only $3.05. 

Further evidence concerning the ad- 
vantage of large scale operation in the 
electric utility industry is presented by 
A. E. Knowlton, associate editor of the 
Electrical World, in an article titled, 
“4th Steam Station Cost Survey.”'* Of 
particular interest is his conclusion that 
the optimum size of steam generating 
stations has already been reached and 
that little if any advantage is to be ob- 
tained by building still larger stations. 
According to his analysis: 


“For example, the trend is already away 
from large plants everywhere except in 
large metropolitan areas, where suitable 
plant sites and land costs are overriding 
determinants. This analysis shows that in 
addition to carrying all the detriments of 
more bigness, they are at a disadvantage 
from several angles of performance. When 
put on a comparable basis of operation the 
large plants show no dominant advantage 
in fuel economy. They show higher unit 
production cost and only slight advantage 
in overall cost per kilowatt hour.’’5 


The Steam Station Cost Survey is an 
intensive study of a small “representa- 
tive’ sample. Fifty-six steam stations 
which vary in size from less than 20,000 
kilowatts to over 200,000 kilowatts are 
used. Actual production costs and fixed 
charges as reported by station managers 


“4 Electrical World, December 2, 1939, vol. 112, pp. 


1585, ff. 
8 Ibid., p. 1585. 


indicate that, as operated, the large 
stations enjoy a slight advantage in over- 
all production cost (including fixed 
charges) per kilowatt hour. Thus, the 
direct costs of fuel, labor, and mainte- 
nance will average about three mills per 
kilowatt-hour for each group of plants, 
irrespective of size, while fixed costs de- 
cline from about seven mills per kilowatt- 
hour for the smallest plants to less than 
five mills per kilowatt-hour for the 
largest plants. 

This advantage, however, is largely the 
result of the reported load carried by the 
plants. If a uniform 50 percent plant 
factor and a uniform utilization favor 
of go per cent are applied to the reported 
data, the over-all cost per kilowatt-hour 
declines from slightly over seven mills 
for the smallest plants, to slightly more 
than six and one-half mills for the largest 
plants. If fixed costs are ignored, the 
smallest plants actually show a lower 
per kilowatt-hour operating cost (2.6 
mills) than the largest plants (more than 
3 mills.) 16 

In spite of the fact that the investiga- 
tion of the relation of size to cost of 
production for electric utility operating 
companies is far from complete, the 
studies referred to above confirm the par- 
ticipation of electric utilities as an indus- 
try in the advantages of large scale pro- 
duction. With due respect for the 
limitations of the method of analysis 
used, it seems safe to state the following 
tentative conclusions: 

1. There is an inverse correlation be- 
tween the number of kilowatt-hours pro- 
duced (actually kilowatt-hour input) 
and the direct or operating cost per kilo- 
watt-hour produced. In the case of elec- 
tric utilities producing more of their 
energy in hydro-electric or steam plants 


1% Tbid., p. 1599. 
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than in any other manner, the largest 
utilities seem to be approaching a limit 
beyond which any increase in size will 
result in negligible decreases in produc- 
tion costs per kilowatt-hour. In the case 
of electric utilities which purchase most 
of their available energy, no such limit 
is yet in sight. 

2. The combined distribution and 
customer accounting and collection ex- 
penses of the utilities when computed on 
a per customer per year basis show an 
inverse relationship to the number of 
customers per utility until the size of the 
utility reaches more than 20,000 custom- 
ers. The relationship then becomes posi- 
tive with such costs per customer increas- 
ing as the number of customers per 
utility company increases. 

If distribution costs are not included 
in the computation, the reversal of trend 
occurs at about 40,000 customers. 

3. The rate of interest paid by electric 
utilities on their outstanding bonded in- 
debtedness shows an inverse relationship 
with total assets of the utilities having 
bonded indebtedness. This trend also 
seems to be approaching a limit in size 
beyond which the reduction in the inter- 
est rate, as the size increases, promises 
to be negligible. 

4. The investment in generating sta- 
tions per kilowatt of capacity shows an 
inverse relationship with the size of the 
generating plant. This is true for hydro- 
electric, steam-electric, and internal com- 
bustion electric generating plants. In all 


cases, however, it is clear that investment 
per kilowatt is approaching a lower limit 
so that further increases in the size of 
plants do not promise very much in the 
form of further economies in investment. 

5. As operated at present, steam- 
electric generating stations of the largest 
size seem to have an over-all advantage 
of about two mills per kilowatt-hour in 
total cost per kilowatt-hour. This ad- 
vantage seems to be the result of lower 
fixed cost per kilowatt-hour produced. 
Most of this advantage, however, dis- 
appears if uniform operating conditions 
are imposed upon the plants. Under the 
latter assumption the advantage of the 
largest plants over the smallest plants is 
approximately one-half mill per kilowatt- 
hour. 

It would seem from this analysis that 
the largest utilities and the largest gen- 
erating plants of existing utilities have 
all approached the size where optimum 
costs are to be obtained. Such a con- 
clusion, however, could be readily in- 
validated by technical innovations in the 
production, transmission, and distribu- 
tion of electric energy. In view of the 
rapid and continual progress that has 
been made in the electric utility industry 
in the relatively short span of its life, few 
would be so brave as to predict a static 
technology for the industry in the future. 
The conservative analyst will, therefore, 
be extremely careful in the use of the 
above conclusions in future situations 
until after he has checked the technical 
progress in the electric utility industry. 

















Zoning Land for Recreation 
By GEORGE S. WEHRWEIN* and HUGH A. JOHNSON ** 


ECREATION as a land use was rec- 
ognized in the first rural zoning ordi- 
nance which was enacted in Oneida 
County, Wisconsin, in 1933. Of 10 per- 
mitted uses listed by Oneida County in 
its “Forestry and Recreation District’, 
five are directly related to recreation: 
(1) public and private parks, play- 
grounds, camp grounds and _ golf 
grounds; (2) recreational camps and re- 
sorts; (3) private summer cottages and 
service buildings; (4) hunting and fish- 
ing cabins; (5) boat liveries,—and “‘trap- 
pers’ cabins” might also be put into this 
category. By implication (since they are 
not listed) agriculture, year-long resi- 
dence, all forms of business and indus- 
tries are excluded.! 

Oneida, although it is one of the coun- 
ties with a high stage of recreational de- 
velopment, did not set up a “recreational 
district” per se. Vilas, the second county 
to enact a zoning ordinance, was the first 
to introduce this type of district. The 
reason for a separate district is that many 
of the resort and summer home owners 
find it necessary to maintain caretakers 
during the entire year and these families 
have to be furnished with schools, roads 
and other public services. Considering 
the fact that recreational property was 
paying more than half of the local taxes 
of Vilas County, although it occupied only 
15% of the land area of the county, this 
was not an unreasonable concession and 
it involved merely the permission of year- 
long residences in addition to the other 


* Professor of Agricultural Economics, University 
of Wisconsin. 

** Formerly graduate student at the University of 
Wisconsin. 

1 Mines, quarries, gravel pits, hydro-electric lines 
and their accessories are permitted by all the zoning 
ordinances of the north. : 


enumerated uses of a forestry district. 
Thus the only permitted ‘‘use” determin- 
ing the distribution of population, is the 
one involving occupancy and not “land 
use.”” The chief prohibited use in Vilas 
County and all subsequent ordinances 
setting up a recreational zone was agri- 
culture. Many of the later ordinances 
added the “explanation” that farms 
“shall be prohibited because ‘of the fire 
hazard involved in clearing operations 
and spoliation of forested conditions ad- 
jacent to highly developed recreation 
property. Such properties demand the 
maintenance of a maximum of natural 
conditions to retain their fullest eco- 
nomic value.’’? Ten counties have recrea- 
tional districts identical with those of 
Vilas County, restricting 297,000 acres as 
compared with 5,005,000 acres of forestry 
districts in which year-long residence is 
prohibited.® 

Almost 10 years have elapsed since 
Oneida County enacted the first rural 
zoning ordinance and it was felt that the 
time had come for “stock taking.” In 
1938 a study was begun by the Wisconsin 
Agricultural Experiment Station in coop- 
eration with the Bureau of Agricultural 
Economics and continued in succeeding 
years to appraise the results of zoning and 
the trends in the economy of the region.* 
It has long been recognized that the fu- 


2 This explanation is to be found in all except 
the Vilas County ordinance. 

® Douglas made provision for the recreational dis- 
trict in its ordinance but has not as yet set up any 
districts. Langlade, by amendment, has abolished its 
recreational district but did not change the ordi- 
nance. Future recreational districts may therefore 
be established in these two counties. 

‘Figures and data, unless otherwise stated, in this 
article are from this study as presented in a Univer- 
sity of Wisconsin Master’s thesis submitted by Hugh 
A. Johnson, the junior author, in 1941. 
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ture economy of the cut-over area would 
be a “balanced land use’”’ depending pre- 
dominantly on agriculture, forestry and 
recreation and of combinations of the oc- 
cupations associated with or dependent 
upon these land uses. Mining is impor- 
tant only locally and manufacturing of 
products depending on imported raw ma- 
terials cannot become important sources 
of employment. It will be the purpose 
of this discussion to deal primarily with 
zoning for recreation and its relation to 
agriculture. 

The importance of recreation as a form 
of land use and in the economy of the 
Great Lakes region was revealed by a 
study of two highly developed recrea- 
tional counties in northern Wisconsin in 
1931-32.° It was pointed out that recrea- 
tional land paid a large share of the real 
estate taxes, contributed to the support 
of local people by “tourist expenditures” 
and complemented forestry and agricul- 
ture. It also showed the tendency to over- 
supply recreational land since more than 
16,000 lots had been platted by real estate 
developers during the first three decades 
of this century in the two counties stud- 
ied, of which about 1,800 were occupied 
by resorts, cottages or summer homes. 
Seven-eighths were “idle” similar to the 
“over-developed” residential property in 
the “rural-urban fringe” but fortunately 
without the public and private costs for 
public utilities—the roads, sidewalks, 
water, sewerage, gas and electricity which 
had to be supplied to make “urban land” 
out of farms. 

Since the purchase of land for summer 

5 George S. Wehrwein and Kenneth H. Parsons, 
“Recreation as a Land Use,” Wisconsin Agricultural 
Experiment Station Bulletin 422 (1932). Cf. also, 
Wilbur O. Hedrick, “Recreational Uses of Michigan 
Cut-Over Lands,” Mich. Agric. Exp. Station, Special 
Bulletin, 247, (1934); H. J. Andrews and W. S. 
Bromley, Trends in Land Use in Northern Mich- 


igan, Washington, D. C.: The Charles Lathrop Pack 
Foundation, 1941. 


homes, cottages, and resorts is a luxury 
expenditure it was feared that the de- 
mand for riparian summer home sites 
would drop sharply after the depression 
of 1929-30. The traffic figures for 1931 
were reassuring. According to the calcu- 
lations made by the Wisconsin Highway 
Commission more cars entered the State 
in 1931 than in 1929 or in previous years 
but the expenditures per person per day 
were only 44% of that of 1929.6 These 
data, however, gave no clue to the trend 
in the demand for recreational land. 

A study of 122 recreational land own- 
ers in Oneida, Vilas, and Langlade coun- 
ties and a few samples obtained in the 
northwestern counties of the State, made 
in 1939, however, showed that in spite 
of the depression recreational land had 
been bought after 1930. Table I shows 
that almost one-fourth of the resorts, 
camps and summer homes visited had 
been acquired within 5 years before 1939, 
and 17.2% since 1930. As would be ex- 
pected, the bulk of the owners acquired 
their properties during the post-war 
“good times’—almost 40% had bought 
between 1919 and 1928,— and 19% have 
owned their properties 20 years or more. 
This latter group includes 15 of the 58 
resorts and 6 of the 60 summer homes. 


Taste I. YEARS SINCE OWNERSHIP WAS 
ACQUIRED AS REPORTED BY 122 RECREA- 
TIONAL LAND OWNERS IN 1939 








Years Since Acquisition 














1-4 |5-g |10-20|20-+ | Total 
Type of Owner 
Resorts _.......... pape |e? fae. fae 58 
Boys and Girls Camps}...._ | .... 2 2 4 
Summer Homes ............ 19 |10 | 25 6 60 
WUGIAY scenes go j21 | 48 |23 | 122 
Pet CER ....:-.i.0-00: 24.6 | 17.2 | 39.3 | 18.9 | 100.0 




















These figures are significant also in 


® Wehrwein and Parsons, op. cit., p. 8. 
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pointing out the relative stability of rec- 
reational property in spite of the urban 
depression. Nevertheless, some resorts 
became bankrupt and were taken over by 
creditors and many recreational proper- 
ties were allowed to remain idle for a 
season or longer during the depths of the 
“business cycle.” From this small sample, 
it is true, no definite statement can be 
made for the recreational “industry” as 
a whole other than that general business 
conditions do not seem to have had as 
severe an effect upon recreational land 
ownership as on some other forms of land 
ownership. The loss of income due to 
lack of patronage caused much financial 
difficulty among the resorts, but this, of 
course, would not affect the summer 
home owners. 

Around 1990 the statement was often 
heard that the automobile would drasti- 
cally affect ownership of recreational 
properties. It was said that the auto 
owner would not want to be tied down 
to one place; he preferred to see as much 
country as possible and would go to dif- 
ferent recreational areas each year. How- 
ever, since then we have learned that the 
majority of vacationists do not take 
“transcontinental” trips or even go long 
distances, but have time, money and in- 
clination to visit recreational places 
within a reasonable distance from their 
homes.? From the data just cited it ap- 
pears that the automobile has had little 
effect on the ownership of recreational 
land; in fact the motor car has made it 
possible for heads of families to com- 
mute for weekends or short periods to 
summer homes at which the family stays 
for weeks and even months. The tour- 
ists who have not invested in land, espe- 
cially the younger people, and those 


7L. E. Peabody and I. M. Spashoff, “Tourist 
Travel in the United States,” Public Roads, August, 


1937- 


without children are more mobile, how- 
ever; they stay at a resort for a shorter 
period than in the olden days and travel 
more widely during their vacations. It 
is doubtful, however, if they became 
summer home owners to any extent pre- 
vious to the advent of the automobile. 

The difference in the length of stay 
between the home owners and guests at 
resorts is significant. Of the 71 guests 
who reported on the length of their ex- 
pected stay, almost 1/3 said they planned 
to stay only one week, and 40% for 2 
weeks. On the other hand, 37% of the 
summer home owners said they expected 
to stay from g to 12 weeks and 35% 
more than 12 weeks. Less than 5% re- 
ported that they expected to remain 2 
weeks or less in their summer homes. 

The age of the head of the family 
seems to have a definite relationship to 
the length of stay. The younger people 
have relatively shorter vacations and are 
less well established financially. As might 
be expected, the age of the home owners 
was greater than that of the guests at re- 
sorts or those renting recreational facil- 
ities. The number and age of the chil- 
dren do not seem to be a limiting factor. 

The length of stay in the vacation 
country is of importance not only to the 
resort owner who caters to guests and 
rents cottages but also to farmers, guides, 
storekeepers, garage men and others who 
must make most of their year’s income 
during the short ‘‘tourist season.” 


Recreation and Agriculture 


When it is stated that over 6 million 
people entered Wisconsin in 1931 in 
their own automobiles of which more 
than half came for recreation, or, that 
Vilas County is visited by 200,000 people 
during the summer, one immediately 
thinks of the fact that these thousands 
of people must be housed and fed and 
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that the farmers of the north should cap- 
italize on this situation. However, the 
very factors which make the north a fine 
recreational area, such as the cool sum- 
mers and occasional long periods without 
rain, severely limit agriculture and gar- 
dening. The springs are cold and late 
and gardens are usually not planted until 
June and in many places are subject to 
frosts during the remainder of the sum- 
mer. Soils are infertile over much of the 
area, the good soils suitable for agriculture 
being about 20% of the cut-over region 
of the three Lake States. Within the area 
studied many of the farmers were beyond 
their prime in years and their children 
had left for the cities. Many of the so- 
called “farms” will eventually be aban- 
doned as soon as the present operators 
die or retire. Nevertheless, there are cases 
where enterprising farmers have adjusted 
their operations to the demands of the 
“tourist trade” and sell milk, cottage 
cheese, vegetables, berries, eggs, poultry 
and forest products. In some cases suc- 
cessful roadside stands are being operated 
where local products are sold to tourists. 

A study of the source of milk used by 
the tourists showed that 45% secured 
their milk, either raw or pasteurized, 
from stores, 20% buy directly from farm- 
ers at the farm, 18% buy from farmers 
who deliver to their customers, 11% 
buy from trucks which deliver milk, 
usually pasteurized, while about 6% have 
their own cows. This last group consists 
of 10 resort owners and one summer 
home owner. Pasteurization is a “‘bottle- 
neck” which keeps many tourists from 
buying directly from the producer. Very 
few farmers have enough cows or bus- 
iness to warrant the expense of installing 
pasteurizers, so 70% of this type of milk 
is retailed through stores. Furthermore, 
the producer finds the tourists an uncer- 
tain market. Families stay only a short 
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time and often fail to notify the farmer 
when they are leaving. Hence farmers 
often save milk which is not called for. 
The same difficulty is encountered where 
farmers attempt to carry on a small deliv- 
ery route. The most satisfactory compro- 
mise, both from the standpoint of mer- 
chandising and of preserving the fresh- 
ness of the product, is to let the local 
store carry the milk. 

It was surprising to find that about 
8% reported buying “home-made” but- 
ter from farmers. About 1/5 of the tour- 
ists reported buying all of their eggs and 
poultry from farmers; on the other hand, 
70% said they bought no eggs or poultry 
at all while in the area. One reason is 
their short stay, and another is that many 
families bring supplies from home. Only 
11% bought all their vegetables from 
farmers and another 16% bought up to 
50% from this source. The proportion 
was even less in the case of locally pro- 
duced fruits and berries. One reason is 
that urban people are used to buying at 
stores and do not know where to find 
other sources. The wayside market or ad- 
vertising is a partial answer. The other 
reason is that the supply of these prod- 
ucts is limited and not always of the qual- 
ity to which summer visitors are accus- 
tomed. However, the success of a few 
farm markets indicates that many of these 
obstacles are not insurmountable. 

Another phase of the study involved 
an analysis of the source of income of 105, 
farms in a well established recreation 
area lying in Oneida and Vilas counties. 
This part of the study revealed that farm- 
ers had three sources of income: (1) 
sale of products raised on the farm or 
AAA payments; (2) income from recrea- 
tion associated with the farm itself; and 
(3) outside income, much of which came 
from the tourist industry. 

It is important to note that only 2/3 
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of the 105 farmers reported any income 
from dairy products, the same percentage 
as reported receiving AAA payments, 
and in some cases the income from both 
sources was almost identical. Potatoes 
furnished some income for 42% of the 
farmers, and fruits and vegetables for 
31%. Moreover, a study of the market- 
ing practices of these farmers showed 
that most of the products are not sold 
locally. Milk was sold in Eagle River, 
Rhinelander and Minocqua, cities in the 
vicinity of this area, or it was even 
shipped to Green Bay and other cities as 
cream. Potatoes are sold to dealers who 
come to the markets in the fall. Eggs and 
berries are sold or traded at the stores, 
but most of the vegetables were sold at 
the farms; however, this market is lim- 
ited to those farms adjoining the main 
highways. 


The Farm Resort as a Business 


Theoretically a good case can be made 
for a dual use of land suitable for recrea- 
tion, namely, farming combined with a 
resort or rental cottages. Since the sea- 
son is short, recreational buildings stand 
idle for 8 or g months of the year and 
are subject to deterioration, destruction 
and vandalism during this time. Resi- 
dent farmers are in a position to guard 
the structures on their land and also to 
build and repair them at odd times and 
use local materials and local labor for 
such purposes. The outsider is at a dis- 
advantage on all these points. Owners 
of expensive properties maintain care- 
takers who stay in the resorts or summer 
homes during the winter. 

In the study made some 10 years ago 
25, “farm-resort” enterprises were noted 
in Oneida and Vilas counties operating 
102 cottages. This was a surprisingly 
small percentage of the total rentable 
cottages in these two counties. The pres- 


ent study has not revealed any trend 
toward more farm resorts in this region. 
Table II shows that of the 105 farms 
in one of the best recreational areas only 
12 reported any income from renting 
cottages. The chief reason for this is 
that only a few farms of the 105 were 
situated so as to qualify as farm resorts. 
Location on a good lake or stream is the 
first essential and the value of riparian 
land suitable for recreation is so high 
that if the farmer owned any good lake 
frontage, he would find it to his advan- 
tage to sell it to summer home buyers 
or to speculators who plat the frontage. 
Sometimes the owner abandons farming 
to become a resort-owner-operator him- 
self. This was specially important dur- 
ing 1924 to 1927 when over 8,000 lots 
were platted in Vilas, Oneida and Forest 
counties or more than half of the lots 
made available from 1g02 to 1930.8 In 
the second place, lands near the northern 
lakes are usually sandy, marshy, stony 
and often unfit for farming purposes, or 
if the soil is good the farmer may clear 
the tract to the water’s edge, later to find 
that the site would have been more valu- 
able for recreational purposes. It was 
this danger that invoked the restriction 
of agriculture in recreational districts 
through zoning. In the words of the 
Langlade County ordinance, “Such prop- 
erties demand the maintenance of a 
maximum of natural conditions to re- 
tain their fullest economic value.” 
Farm resorts appeal to some recrea- 
tionists, especially those with children, 
who enjoy the farm animals and like to 
watch farm operations. Some of the 
grown-ups “pitch in” to help with the 


* Bulletin 422, op. cit. During the boom riparian 
land was sold by land dealers as high as $25 a foot 
of lake frontage and prices of $8 and $10 were 
common. Of course, the owner who sold the land to 
the dealer did not: receive such prices. 
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chores! On the other hand, most farmers 
do not want to bother with children and 
find the demands of their “guests” irk- 
some. Agricultural work and catering 
to tourists clash; both come at the same 
time and the proprietor must make a 
choice of either the farm or the resort 
with one predominant and the other dis- 
tinctly secondary or omitted entirely. 
Likewise some of the commercial resorts 
which make no pretense at farming may 
have a vegetable garden and keep a few 
cows and chickens. It was noted above 
that 10 resort owners and one summer 
home owner had their own cows. 

For comparison with the “regular” 
farmers, 18 schedules were obtained in 
Oneida County and in counties in north- 
western Wisconsin from resort farmers 


regarding their sources of income. The 
sample is too small for adequate com- 
parison, but a larger proportion seemed 
to have income from dairy, eggs, poultry, 
fruits and vegetables than the regular 
farmers. The chief difference lies in the 
much larger proportion having incomes 
from recreational sources connected with 
the land they own,—renting cottages and 
boats, selling ice and “‘commercial enter- 
prises.” 


Recreation as a Source of Outside 
Income for Farmers 


The third connection farmers have 
with recreation is that this “industry” 
offers opportunities for employment off 
the farm. These are indicated in Table II 
but the proportion of all farmers of 


TABLE II. PERCENTAGE OF FARMERS REPORTING INCOME FROM A GIVEN SOURCE 


(105 regular farmers in the Three Lakes-Minocqua Areas and 18 farm resorts 
located in Oneida and northwestern Counties of Wisconsin) * 

















Farm Income 105 regular farmers 18 farm-resoris 
Dairy products 64% 83% 
Cattle sales 21 11 
Eggs 23 39 
Poultry 12 28 
Other livestock 7 11 
Potatoes 42 33 
Other field crops 8 o 
Fruits and vegetables 31 61 
Forest products 9 11 
AAA payments 64 53 
Other 4 6 

Recreational Income from Farm 
Cottages 11% 100%, 
Boats 3 33 
Ice 6 6 
Commercial ¢ 7 22 
Other 2 6 

Outside Income 
Work at resorts 6% 0% 
Guiding 4 6 
Pension 9 o 
Relief 8 mu 
Other ¢ 55 17 











® The northwestern counties are Washburn, Burnett, Barron, Polk and Sawyer. 


> Data not available for the northwestern counties. 


¢ “Commercial” includes taverns, restaurants, stores, filling stations, etc. 


4“Other” includes da: 
carrier, preacher, store, 


labor, mechanic, carpentry, trapping, sale of bait, school bus driver, “town work,” mail 
eeping boarders and aid sent home by grown-up children. 
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both types working at resorts or guiding 
is very small, partly because such employ- 
ment interferes with work on their own 
farms or “resorts” during the summer. 
Caretaking on estates and summer homes 
during the winter is a very good source 
of income where the farm family is will- 
ing to assume the responsibility and has 
the reputation in the community for 
honesty and integrity. The duties of a 
caretaker range from simply “keeping an 
eye on the property” while the owner is 
gone to acting as caretakers and grounds 
keepers during the summer. There are 
also opportunities for farm children 
working at resorts or in stores, etc. dur- 
ing the “season” but no factual data were 
gathered on this phase of the employ- 
ment problem. 


Recreation Districts 


The recreation districts of the north- 
ern counties seem to be chiefly concerned 
with prohibiting agriculture, but it must 
be emphasized that legally the ordinances 
prohibit all forms of land uses except 
10 to 12 enumerated forestry, recrea- 
tional, mining and hydro power uses, but 
permit year-long residential occupancy. 
Recreational uses are desirable uses in 
the eyes of local people and the trend is 
in the direction of converting farms into 
“resorts.’’ For instance, the study of non- 
conforming users of Langlade, Oneida 
and part of Vilas County showed that 
1/3 of the discontinued non-conforming 
agricultural uses of Oneida County were 
“discontinued” by being converted into 
summer homes and resorts thereby mak- 
ing them “legal uses’ in a forestry dis- 
trict. A check on violations of the zoning 
ordinances of these three counties indi- 
cated 42 violators within the area sur- 
veyed; all but one occurred in a forestry 
district. The significant fact in this con- 
nection is that a large proportion of the 


new settlers are not full-time farmers. 
About half depend upon some phase of 
the recreation industry for part or all 
of their income, 12 having summer cot- 
tages for rent; 3 have some income from 
taking care of summer homes, guiding 
and similar employment, but all of them 
were year-long residents. That farming 
was not their major occupation is indi- 
cated by the fact that only g reported 
any cultivated land exclusive of hay, and 
8 of these had less than 5 acres in culti- 
vation; in fact 18 of the 42 illegal non- 
conforming users had no income from 
the land which they occupied—for them 
it was just a place to live.® 

The fact that the new residents and 
violators of the zoning ordinances are 
people connected with the recreation in- 
dustry who do a little farming and not 
agricultural settlers is revealing. Local 
people seem to be tolerant of such “vio- 
lations” unless excessive costs for schools 
and roads are involved; ordinary costs 
are expected to be recovered in the in- 
creased taxes anticipated from the set- 
tlers. Had these settlers located their 
homes in a recreational district, at least 
the 18 who were not using the land for 
farming would have been legal land 
occupiers. This experience with resi- 
dential “recreational” settlement in re- 
stricted areas raises the question whether 
the boundaries of the forestry districts 
should not be modified either by chang- 
ing the area to a recreational district or 
leave it unrestricted. 


Agricultural Land Uses in 
Recreational Districts 


Recreational zones were set up osten- 
sibly to protect the aesthetic values of 
riparian land since it was believed that 

®*From unpublished data from the cooperative 


survey made by the Wisconsin Experiment Station 
and the Bureau of Agricultural Economics. 
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agriculture and recreation were incom- 
patible. Farmers sometimes cleared the 
woodland down to the lake itself, there- 
by destroying the wilderness aspect of 
the lake. Agricultural clearing also was 
responsible for many forest fires and the 
owners of valuable summer homes and 
resorts welcomed any restriction which 
would reduce the fire hazard. Not em- 
phasized at the time zoning was inaugu- 
rated, but important nevertheless, are 
the facts that keeping a heavy forest 
cover around the lakes will prevent ero- 
sion and consequent siltation of the lake, 
and prohibiting riparian farms will pre- 
vent pollution and keep away the odor 
and sounds incompatible with the quiet 
and rest desired by recreationists. 

A part of the recreation study was 
directed toward discovering the opinions 
of resort owners, summer home owners 
and guests as to these questions. They 
were not unanimous in favoring a com- 
pletely wooded shore; about 16% said 
they would prefer occasional openings 
because they thought that this would 
bring better air circulation and drive 
away the mosquitoes. The recreationists 
of the Vilas-Oneida-Langlade area were 
more in favor of a complete forest en- 
vironment than those who spent their 
vacation in northwestern Wisconsin. 
This seems to indicate that there are 
regional differences in the desires of 
tourists. Almost 2/3 of the replies indi- 
cated that they did not object to farm 
buildings being visible from the lake 
but almost 3/4 objected to livestock hav- 
ing access to the water. However, the 
answers indicated that the kind of farm 
buildings would have much to do with 
their answers; structures out of harmony 
with forest surroundings would not be 
welcomed. The criterion might well be 
applied to boat houses, hotels, cottages 
and other buildings not connected with 


farms at all, and built by the “‘recreation- 
ists” themselves. 

Since recreation is the “highest” form 
of use for riparian land and forested 
shores are more valuable if left undis- 
turbed than if logged or used for farm- 
ing, there appears to be little danger that 
lake shores will be cleared. This no 
doubt influenced the answers of the 
people interviewed. Almost none of 
them feared despoliation in the near 
future and only a few believed that con- 
trol of timber cutting is necessary. Never- 
theless, examples of clearing had been 
numerous enough to induce those in 
charge of zoning to insert the “explana- 
tion” for the restriction of agriculture in 
recreation districts in g county ordi- 
nances. However, “forest industries” 
are among the permitted uses in the rec- 
reation as well as the forestry districts. 
“Forest industries” are defined in the 
ordinances as “the cutting and storing 
of forest products, the operation of port- 
able sawmills and planer, the production 
of maple syrup and sugar.” Thus in 
neither district is there any restriction on 
“clearing down to the water’s edge’ by 
loggers and lumber companies or any 
other land owner. The difference be- 
tween logging and clearing for agricul- 
ture is that in the former there is oppor- 
tunity to restore the forest cover by 
natural regeneration, in the latter there 
is not. It seems that the only consistent 
and practical way to maintain forested 
conditions around the lakes would be to 
restrict or even prohibit cutting on ripa- 
rian land irrespective of ownership or 
“land use.” The farmer, timber land 
owner, or recreational land owner should 
be placed under the same regulations if 
the amenities of riparian land are to be 
preserved. 

Aside from fire hazards and danger of 
despoliation the mixture of agriculture 
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and recreation is not necessarily incom- 
patible, in fact they are often hard to 
separate. As noted before, some resorts 
have gardens and provide their own eggs 
and milk supply. It is doubtful if local 
people would call this a violation of the 
zoning ordinance. The Koochiching 
County, Minnesota, ordinance recognizes 
this situation by setting up a “limited 
district” for its recreational area. Com- 
mercial agriculture is excluded but gar- 
dens or tracts of less than one acre are 
permitted.1° 


Zoning Land for Recreation 


The difference of opinion as to the 
kind of landscape the tourist wants is 
an indication that tourists are not at all 
alike in their standards of what recrea- 
tion is. Some want the wilderness; and 
the deeper into the woods and the far- 
ther from “civilization” they can get the 
better they like it. The majority, how- 
ever, are not of this type. They prefer 
a mixture of the “tame’”’ and “wild” and 
the friendly farmstead is not obnoxious; 
but not many would want a farmstead 
adjoining their cottage. Still others 
want a judicious mixture of entertain- 
ment places with the hotels and resorts; 
in fact, many want to be in the center 
of unrestricted and uninhibited ‘“‘amuse- 
ments.” 

Questions directed at resort and sum- 
mer home owners and guests as to 
whether they disliked to have taverns 
and night clubs near them brought out 
the fact that 88% did not want them 
near, whereas 12% had no objections. 
This opens up the whole question of 
amusement places and their location, 

*“No land in excess of one acre shall be used by 
any person or family for the production of field or 
truck crops, livestock or livestock products.” Cf. Wil- 
liam F. Musbach and Melville C. Williams, “Rural 


Zoning in Minnesota,” Journal of Land and Public 
Utility Economics, February, 1940, p. 108. 


regulation and control, which is beyond 
the scope of this paper. Ample power 
and authority for regulation rest with 
local officials who license taverns and 
night clubs and who are entrusted with 
the supervision of dance halls and other 
places of amusement, but it is a deplora- 
ble fact that the desire to make the most 
of a short “tourist season” is so strong 
that most towns and counties run these 
affairs on a “wide open policy.” 

There are trends in public opinion, 
however, which indicate that people are 
ready to go beyond the simple regulation 
of the present form of recreational dis- 
tricts. Perhaps one of the first steps might 
be the recognition of different types of 
recreation and the setting up of stand- 
ards and regulations for each type. 
Strictly speaking, there is no legal place 
for taverns, night clubs, dance _ halls, 
stores or any other commercial establish- 
ment in either forest or recreation dis- 
tricts today; they are, like farming, not 
among the enumerated permitted uses. 
Yet they are found in abundance in these 
districts and usually nothing is being 
done to prevent new ones from being 
established in spite of the fact that they 
are violations of the zoning ordinances. 

In densely built-up recreational areas 
in and near cities and villages, districts 
might well be set up in which such 
establishments have a legal status and 
be so grouped and located so as not to 
interfere with resorts, hotels, and com- 
mercial cottage development. If the lot 
sizes are made large enough, set-back 
lines provided and the state and local 
laws already on the statute books en- 
forced, there need be no objectional fea- 
tures connected with such districts. 

At the other extreme, one can assume 
a lake where all such features would be 
eliminated. This wouid not need to be 
a wilderness with only a cabin or two 





56 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


on the entire body of water, but might 
well be a completely platted area sur- 
rounding the entire lake. Although plat- 
ting the property would mean submis- 
sion of the plan to the State Planning 
Board for approval, nevertheless a re- 
stricted district could be set up by a 
zoning ordinance which would embody 
all the restrictions set up by the State 
Board of Health and the State Planning 
Board and go beyond the ordinary legal 
requirements. The Conservancy Districts 
of Jefferson County are a case in point. 

The private deed restrictions required 
by some of the companies in the north 
will illustrate what might be done by 
zoning. On one such lake the land has 
been laid out in a single plat with practi- 
cally all the lots running from a road 
to the high-water mark, thus giving each 
lot access to transportation and to the 
lake. Most of the lots are over an acre 
in size. The deed restrictions prohibit 
the purchaser from subdividing the prop- 
erty conveyed to him, and he may not 
remove any green timber except for the 
site of the buildings. No barns are to be 
built and no animals or poultry are 
allowed except dogs and household pets. 
By these covenants the cutting of timber 
within the platted area is prevented and 
the wilderness appearance of the lake is 
maintained; agriculture is automatically 
eliminated. The provision that “no 
hotel, apartment house, store, saloon, 
theater, commercial kennel, commercial 
garage, filling station, or other manufac- 
turing or mercantile establishment or 
any building detrimental to a first class 
neighborhood and no residence designed 
for the use of more than two families 
shall be placed, built, erected or main- 


11 J. M. Albers, “New Uses for County Zoning: 
The Jefferson County, Wisconsin, Ordinance,” 
Journal of Land and Public Utility Economics, 
November, 1938, pp. 460-462. 


tained,” prohibits every form of land 
occupancy except one or two family pri- 
vate residences. 

The wilderness landscape is preserved 
also by the stipulation that no building 
shall be erected closer than 35 feet from 
the high-water mark and the house must 
be at least 15 feet from the side or rear 
lot lines. “‘No boat house shall be built 
nor any other buildings nor anything 
else that might obstruct the view of the 
lake unless such location be approved in 
writing by the grantor.” In fact, plans 
and specifications of all structures must 
be approved by the grantor before they 
can be built, thereby giving him full 
architectural control. Piers cannot exceed 
twenty-five feet in length, unless ap- 
proved by the grantor and all signboards 
of any character are prohibited along 
the shore line or ‘“‘any part of the proper- 
ty conveyed” unless approved by the 
grantor. Outside toilets are not permit- 
ted, chimneys must be protected by wire 
net spark arrestors and bonfires or camp 
fires must be properly and carefully 
guarded.” 

It will be noted that these restrictions 
are designed to protect the amenities of 
the lake and its frontage in a most ad- 
mirable manner. All incompatible land 
uses are excluded from a strip of land 
from % to % of a mile from the lake. 
Even though all the land beyond this 
strip were cleared the lake would still 
have the appearance of being surround- 
ed by a primeval forest. The man-made 
aspects are hidden in the woods by the 
35 foot set-back from the lake and kept 
at a minimum by the restrictions on 
boat houses and piers. 

Restrictions on such a riparian strip 
with the land beyond left open to agri- 
culture is ideal from the standpoint of a 


12 As recorded in the office of the Register of Deeds 
of Vilas County, Wisconsin, Sept. 9, 1929. 
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dual farm-recreation economy. Farmers 
would be near enough to summer home 
owners to supply them with farm pro- 
ducts. There is nothing to prevent near- 
by farmers from buying lots on the lake 
to build cottages or summer homes for 
rent as long as the buildings meet all the 
deed restrictions. Likewise, taking care 
of the summer homes, boat houses and 
other part-time employment would be 
available to the neighboring farmers. 

In a plan for recreational land several 
types of districts would be desirable, 
ranging from districts similar to com- 
mercial or business districts of a city, de- 
signed to accommodate hotels, resorts, 
dance halls and taverns, to districts com- 
parable to “high class” residential areas. 
The Conservancy Districts of Jefferson 
County are an example of the latter. In 
between, there might well be other types 
of districts differing in the land uses and 
the severity of restrictions and regula- 
tions. This may seem unusually complex 
for a rural ‘“‘wilderness” area but there 
is evidence that many summer home and 
resort owners would like to see more re- 
strictions rather than less to safeguard 
and enhance the health, morals, safety 


18 An interesting recognition of this fact is found 
in the law prescribing the procedure of incorpora- 
ing villages. In territory used principally for tourists 
or summer home purposes where more than one-half 


and general welfare of the community 
in which they and their families and 
guests spend the summer. Being urban 
residents, most of them are familiar with 
zoning and its purposes, but being non- 
residents of the town and county in 
which these summer homes or resorts 
are situated they are non-voters there. 
One of the problems in connection with 
zoning, or any other governmental func- 
tions of concern to the recreationist, is 
the fact that, although he is a land owner 
and tax payer, he is generally not a voter 
nor is he present in the town or county 
when elections are held or the county 
board of supervisors holds its regular 
meetings. Both reasons exclude him 
from direct participation in local gov- 
ernment.'* 

In addition to zoning and promoting 
the better use of privately owned recre- 
ational land a complete plan should in- 
clude publicly owned recreational land 
—forests, parks, recreational highways, 
waysides, beaches and hunting grounds. 
This phase of land use planning, how- 
ever, is beyond the scope of this article." 


of the area is owned by non-resident non-voters, 
incorporation is not permitted unless the majority 
of the non-resident owners sign a petition consenting 
to the incorporation. (Wisconsin Statutes #61.01) 

“Cf. for instance, “A Recreational Plan for Vilas 
County,” Wisconsin State Planning Board, Bulletin 
#12, Jan. 1941. 





Inland Waterway Carriers 
By HAROLD KELSO* 


Wre gets the benefits? This has 
been the question of growing ur- 
gency which characterizes recent discus- 
sions on inland navigation. The contro- 
versy over the inherent economy or 
wastefulness of improved waterways con- 
tinues; but the supporters now have the 
forensic advantage of a fait accompli— 
the canalization of all major rivers is 
nearing completion. The newer skepti- 
cism is typified by the complaint of Sen- 
ator Burton K. Wheeler, chairman of the 
Senate Interstate Commerce Committee: 


“In the shipment of gasoline and the ship- 
ment of cement and the shipment of steel, 
all of these companies, notwithstanding the 
fact that they ship by water, do not charge 
the water rate; they charge the railroad rate 
to the consuming public. . . . The people 
making those shipments pay nothing for 
the use of the waterways that they use, but 
the Government pays for that and all the 
taxpayers pay it, yet the consuming public 
does not get the benefit of it.”? 


Nothing in the Constitution or in nat- 
ural law prescribes that the only justifi- 
able government expenditures are those 
which benefit the consumer; to increase 
pay checks may contribute as much to 
the general welfare as to reduce grocery 
bills. Furthermore, the composite judg- 
ment of society has consistently approved 
government services that do not return 
benefits to each taxpayer in proportion to 
the size of his tax payments. As a matter 
of fact, the wisest economist could not de- 
vise any public service institution that 
would be so perfectly adjusted to the con- 


* Department of Economics, Miami University, 
Oxford, Ohio. 

1U. S. Congress, Senate Committee on Interstate 
Commerce, Transportation Act of 1939, Hearings 
. . « (1939), 576; Cf. U. S. Federal Coordinator of 
Transportation, Section of Research, Public Aids to 
Transportation, (1939) » $:99-113- 


ditions of demand and supply for all af- 
fected commodities that all the benefit 
would go to the consumer, or all of it to 
the producer, or all of it be rationed in 
proportion to individual tax payments. 
In short, there will inevitably be some 
grounds for dissatisfaction with the inci- 
dence of costs and benefits in any subsi- 
dized enterprise. 


The Test of Diffusion 


It may be assumed, however, that a 
widespread diffusion of the private econ- 
omies possible in inland navigation is de- 
sired by the advocates of improved water- 
ways. In law, the rivers are public high- 
ways; subject to certain police regula- 
tions, anyone who wants to can float his 
own vessels. The fact is that an efficient 
river fleet is sufficiently expensive to dis- 
courage universal use of the channels 
provided. 

Only a few enterprises have direct ac- 
cess to a waterway or sufficient traffic to 
justify investment in modern towboats 
and barges that would be used exclu- 
sively for their own cargoes. A few in- 
dustrial centers can supply enough ton- 
nage to support contract carriers who 
will handle shipments for several firms. 
A contract carrier, however, will rarely 
find it worth while to solicit the traffic 
of an ordinary shipper of occasional car- 
load lots, much less to offer dependably 
regular less-than-carload service. Water- 
way benefits to the small firm obviously 
depend on the existence of adequate 
common carrier transportation lines. 
Furthermore, if any direct benefits from 
inland navigation are to be extended to 
firms that are not located near a water- 
way, there must be through routes and 
joint rates between river carriers and rail- 
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roads or trucks. Payment of local freight 
rates to and from the river terminals 
would otherwise tend to absorb the econ- 
omies of water transportation. 

The classification of inland barge lines 
into private, contract and common car- 
riers can be only approximate. Until re- 
cently, a private carrier might deliver its 
own products in its own barges and also 
contract with other firms for traffic with- 
out legal restriction. A common carrier, 
offering regular service to all at pub- 
lished rates, might also contract with 
some firms for traffic at special rates. It 
is yet too early to predict whether the 
Transportation Act of 1940 will seriously 
modify this situation.” 

One basis for the prevalent impression 
that inland waterways are useful pri- 
marily to the larger business enterprises 
is given by an analysis of the types of 
service available, as presented in Table I. 


TABLE I. TyPrs OF CARRIERS ON MIsSISSIPPI 
RIVER SYSTEM AND NEW YorRK 
BarGE CANAL" 

(Fleets of Five or More) 








N. Y. Barge 
Canal, 


1940 


Mississippi 
River System, 
1936 


Private 1 59 

Private and contract.. 3 22 

Contract 24 19 

Contract and common 3 6. 
3 7 


Type of Carrier 














Source: U. S. War Department, Corps of Engineers, 
Transportation Lines on the Atlantic, Gulf and Pacific 
Coasts (1940), 155-7; same, Transportation Lines on the 
Mississippi River System (1936), 74-111. | c 

® Because of the mingling of ocean with inland lines in 
the data, it is impossible to compile similar analyses for 
the intracoastal waterways. 


The numerical preponderance of pri- 
vate and contract carriers is only indica- 
tive but not decisive as to the incidence 
of benefits from inland navigation. Ade- 
quate service to the smaller shipper (or 
consignee) does not require numerous 
common carriers. Given efficient and fair 


*See infra, pp. 87-92. 


operations, all that is necessary is that 
each waterway should haye at least one. 


Private Carriers 


Private carriers are usually operated as 
a department of the corporation that 
owns them; they are profitable through 
their effect on costs and not ‘because of 
any direct income which they may pro- 
duce. No official agency compiles data in 
which the operations of these carriers are 
adequately segregated. The most re- 
cently published official estimate of their 
importance in carrying freight was made 
by the Chief of Engineers of the United 
States Army in 1932, when 88 percent of 
the tonnage on the Ohio and go percent 
on the Mississippi were ascribed to pri- 
vate carriers.2 Though tonnage figures 
are less representative of the extent of 
waterway use than ton-miles, such per- 
centages, coupled with the names of a 
few of the mammoth corporations that 
own river fleets, give some basis for the 
charge that inland navigation channels 
represent a subsidy to big business. 

Actually, a check of the names of river 
transportation lines with mercantile 
credit ratings, investors’ services and sim- 
ilar sources of corporate financial data 
leads to the conclusion that probably less 
than twenty firms that own river fleets 
are capitalized at five million dollars or 
more. Any extra economies to these firms 
in inland navigation may be ascribed in 
part to large-scale production rather than 
to the fact that they use the publicly 
maintained channels. The vessels of com- 
paratively small firms can and do use 
the rivers as well. 

Private carriers on the Mississippi sys- 
tem list over one hundred “principal 
commodities handled.”* The variety is 


8 Ibid. 

*U. S. War Department, Corps of Engineers, 
Transportation Lines on the Mississippi River 
System (1936), 74-111. 





60 THE JOURNAL OF LAND &-PUBLIC UTILITY ECONOMICS 


great enough that transportation savings 
are undoubtedly widely diffused. The 
direct beneficiaries are the firms that own 
plants or warehouses near a waterway. 
Presumably these enterprises invest in 
river-front and floating equipment with 
the intention of adding to their own net 
profits, but some filtration of benefits to 
other interests probably occurs. The 
more profitable a firm is, the more money 
it spends for taxes, payrolls, capital 
equipment and inventories; also the 
more amenable it is to competitive and 
regulatory pressures to reduce prices. 
The importance of these considerations 
will be estimated differently by different 
critics, but it is significant that no one 
has yet tried to justify the federal water- 
ways program entirely on this basis. 


Contract Carriers 


To become going concerns, contract 
carriers obviously have to build up a 
backlog of traffic from regular customers. 
Beyond this necessity, there have been 
no limits on rates and services except 
bargaining power. Different rates may be 
charged for different lots of identical 
merchandise carried on the same vessel 
between the same termini. The lines are 
privately financed. Except for an issue of 
equipment trust certificates by one com- 
pany, none of the contract carriers makes 
any public offering of securities, so that 
their financial condition is not a matter 
of public record. The major trade asso- 
ciation of these barge lines does not even 
have operating statistics on its own mem- 
bers.° 

If one of the representatives of a con- 
tract carrier pauses in the pursuit of traf- 
fic long enough to express any economic 
philosophy, he will organize his ideas 


5U. S. Congress, House Committee on Interstate 
and Foreign Commerce, Omnibus Transportation 
Bill, Hearings . . . (1939), 1067. 


around the concepts of competition and 
cost-of-production. His firm does not 
need to be regulated, he argues, because 
if his rates are too high, some competitor 
will get his business. —The common-car- 
rier idea does not fit the waterways; it is 
high-cost transportation. A single barge 
will carry an entire train-load; its ratio 
of dead-weight to pay-load is 1:5.as com- 
pared with 1:2 for the train. Obviously 
the truly economic function of the barge- 
lines is large-scale transportation of bulk 
commodities at rates that will return a 
fair profit over cost—waterway cost. Reg- 
ulation would tie his rates differentially 
to those charged by the railroads, and 
there is no connection whatever between 
his costs and rail rates. Sometimes he can 
make a profit charging a third of the rail 
rate; sometimes he could not make any 
profit it he could get the full rail rate. 

This paraphrase of the contract car- 
riers’ inchoate economic theory does less 
than justice to the vehemence and sincer- 
ity with which these lines fight back at 
their detractors. Most railroad applica- 
tions to the Interstate Commerce Com- 
mission for permission to reduce rates to 
meet water competition have arisen from 
situations in which contract carriers were 
cutting in on rail traffic. The common 
carriers by water likewise consider con- 
tract carriers by water to be troublesome 
competitors. The necessity to maintain 
service for all at the same terms on reg- 
ular schedules between fixed terminals 
handicaps either a rail or waterway com- 
mon carrier, if it must compete with an 
agency that is able to choose profitable 
and shun unprofitable traffic on terms 
that reflect only the opportunism of the 
moment. The common carriers believe 
that the practices of the contract carriers 
are parasitic to dependable, balanced 
transportation. 

The balance of logic between these 
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viewpoints swings with one’s social phi- 
losophy rather than with any objective 
criteria. It may be suggested that the 
business functions of the contract carrier 
are similar to those of the private carrier. 
It cuts transportation costs for the firms 
that it serves, without knowing or caring 
anything about problems of incidence. 
The firms served are so numerous and 
varied that one may assume a widespread 
diffusion of benefits from the cheap 
transportation which is provided. 


Common Carriers 


Except for ferries and local packet 
services, common carriers had entirely 
disappeared from the waterways by 1900. 
Their renascence was impelled by the 
war-time glut in transportation, when the 
federal government established fleets 
under the Railroad Administration to 
operate on the New York barge canal, 
the lower Mississippi River and the War- 
rior river system. The war was over be- 
fore the federal barge lines could be built 
up to carry a significant volume of traffic, 
but experimental operation of the gov- 
ernment’s fleet continued under the In- 
land and Coastwise Waterways Service of 
the Department of War. Reorganized in 
1924 as the government-owned Inland 
Waterways Corporation, the federal 
barge lines now serve the Illinois, Mis- 
souri, Mississippi and Warrier rivers.® 

If an ordinary vertical bar chart were 
constructed to compare the assets of the 
Inland Waterways Corporation with 
those of America’s Class I railroads, and 
the scale chosen were 1 inch = $100,000,- 
ooo, the bar for the federal barge line 
would be % inch and the bar for the rail- 
roads would be 27 feet high.? The fury 
of the railroads against this enterprise is 

* Service on the New York canals was discontinued 
shortly after the World War. 


*™Based on reported assets, December 31, 1940: 
Inland Waterways Corporation, $25,061,000; Class 


therefore all out of proportion to its size. 
The reason is that this government cor- 
poration is a dynamic force in encourag- 
ing transportation not only over its own 
lines but on rivers and canals in general. 
It has initiated most of the litigation to 
force railroads into through routes and 
joint rates. It has financed some of the 
most important research on floating and 
terminal equipment. Only the army en- 
gineers have been more diligent in pre- 
paring analyses of waterway economics 
for presentation to Congress. The results 
have been a growth of traffic not only for 
the Inland Waterways Corporation but 
for all barge lines, private and contract 
as well as common carriers. In fact, the 
percentage of total freight carried by the 
federal barge lines on.the channels they 
serve has been gradually declining. 
These trends are indicated by Table II. 
The average haul of a common carrier 
barge line is characteristically much 
longer than that of private and contract 
carriers. In 1938, for example, the aver- 
age haul of the Mississippi division of the 
Inland Waterways Corporation was 869 
miles, but for all carriers on the Missis- 
sippi river it was only 236 miles.* This 
difference reflects basic distinctions be- 
tween the services rendered. A substan- 
tial portion of the cargo of a common car- 
rier is general merchandise; almost all of 
the cargo of most private and contract 
carriers is usually bulk commodities. Sev- 
eral hundred shippers and consignees 
may be served by a single trip of a com- 
mon carrier; only a few (often just one) 
will be served by the others. Common 
carriers that have joint rate agreements 
with railroads are handling a growing 
volume of traffic from and to firms that 


I railroads, $32,168,867,000. 

8 Annual Report of the Chief of Engineers, U. S. 
Army, 1939, part 2, pp. 1366, 1447. The sections 
covered are not quite conterminous, but the result- 
ant error is not significant. 
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Tase II. Totat Ton-MILEs AND INLAND WATERWAYS CORPORATION TON-MILEs ON 
CHANNELS SERVED BY THE CORPORATION, 1929-1940* 
(,000 omitted) 











Mississippi Division Warrior Division 

Year I. W.C. Total I. W.C. 

Ton-Miles* Ton-Miles Percent Ton-Miles” Ton-Miles Percent 
1940° 6,138,347 1,715,470 27-94 610,043 177:355 29.07 
1939° 5598473 1,642,286 29.33 563,443 148,787 26.41 
1938 5349,835 2,224,019 41.60 532,950 185,234 34-76 
1937 4,326,295 1,681,215, 38.86 541,301 156,721 28.95 
1936 3,835,482 1,522,888 39-71 366,643 117,807 32.13 
1935 3,371,062 1,406,832 41.73 339,801 92,227 27.14 
1934 3,248,824 1,134,826 34-93 290,390 94,455 32-53 
1933 3,009,490 1,191,592 39:59 308,597 114,483 37-10 
1932 2,979,719 1,232,398 41.36 284,969 118,378 41.54 
1931 3,047,994 1,072,851 35-19 ” ' 
1930 2,309,087 1,057,922 45-82 
1929 2,030,136 1,183,674 58.31 























* Source (except as noted): Computed from Annual Report of the Chief of Engineers, U. S. Army, 1930-1940, 


part II. 
8 Consolidation of Mississippi river sections, Minneapolis to New Orleans, 1929-1940; Illinois waterway added, 1934- 


1940; Missouri river below Kansas City added, 1935-1 


> Consolidation of Black Warrior system and Mobile-New Orleans waterway. | — . 

¢ Total ten-miles for 1940 obtained by correspondence from W. E. Graves, Chief Statistician, Board of Engineers 
for Rivers and Harbors, War Department, Washington, D. C.; Inland Waterways igpereren ton-miles for 1939 and 
1940 obtained by correspondence from Guy Bartley, Secretary-Treasurer, St. Louis, Mo. 


4 Comparable data not available before 1932. 


are not in river towns; it is rare for the 
other services to handle commodities that 
have been or will be shipped by rail with- 
out any intermediate storage or process- 
ing. 

The common carrier, then, has much 
higher costs than other waterway serv- 
ices. It must maintain a traffic depart- 
ment. It must frequently hire expensive 
legal assistance in rate cases. It must 
own or lease terminal equipment not 
only for specialized bulk cargoes but also 
for general merchandise. Since it com- 
petes directly with the through services 
of the railroads, it must quickly handle 
claims for loss or damage, whereas the 
other services may carry cargo at ship- 
per’s risk or under marine insurance paid 
for by the shipper. During the develop- 
mental period of a common barge line, 
it must frequently make scheduled trips 
with a light load, and it never builds as 
favorable a load factor as is enjoyed by 
efficient contract and private carriers. To 
meet the speedier and more flexible serv- 


ice of the railroads, the common carrier 
barge line usually has only one advan- 
tage to offer, lower rates.? The differen- 
tial advantage is seldom. more than 20 
percent; it may be less. The saving to 
shippers or consignees is not tempting 
for short-haul traffic unless the tonnage 
involved is large, and in that case the sav- 
ings offered by contract carriers, or by in- 
vestment in a private fleet, will be greater 
than the common carrier can offer under 
a policy of equal service to all at equal 
rates. 

Financial and operating statistics are 
available for only those waterway lines 
that have maintained joint rate agree- 
ments with the railroads, and therefore 
were required to report to the Interstate 
Commerce Commission. All reporting 
carriers combined have shown losses in 
recent years more often than they have 
shown profits. Because of the operation 
of both ocean and inland waterway fleets 


® Sometimes the slower barge service also offers a 
substitute for storage. 
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by some coastal carriers, complete analy- 
ses of barge operations throughout the 
country cannot be compared. Mississippi 
system carriers have usually shown better 
operating results than coastal barge lines, 
probably because of the longer hauls 
available to them. Long-haul traffic does 
not use the intracoastal waterways to any 
great extent; it takes to the open ocean in 
heavy-draft vessels. Table III shows that 
even in the Mississippi valley area, profits 
have been moderate and the mortality of 
individual firms has been high, although 
the total assets of the surviving lines have 
been growing. 

Thus meagerly rewarded, the common 
carrier barge lines do extend to small 
firms at least some of the benefits of in- 
land navigation. As a matter of public 
policy, this raises a neat question: Since 
a railroad’s right-of-way expenses are 
usually about one-third of its operating 
income, and the savings extended on 
common carrier water transportation are 
seldom more than 20 percent, can the 
diversion of traffic from rail to river pos- 
sibly result in any net social advantage? 
The obvious answer is, No. But the ob- 


TABLE III. EARNINGS OF MIssISsIPPI VALLEY 


vious answer rests on dubious assump- 
tions. Inductive evidence, can be piled 
up to any desired degree that the active 
interests behind river and harbor devel- 
opment have represented dominantly 
those enterprises that would be served 
by private and contract carriers.!° Under 
this impetus, navigable channels have 
been provided. The incremental cost to 
the government of floating the common 
carriers’ barges on the channels is almost 
nothing—only the expense of an occa- 
sional extra lockage. Remove the com- 
mon carriers, and the federal cost for 
river and canal improvements would be- 
come entirely a subsidy to the larger and 
presumably more monopolistic business 
enterprises. Even these would not ben- 
efit unless they were located near a water- 
way. It has already been shown that 
under such circumstances the expendi- 
tures might still be defended, but the de- 
fense would be weaker than if some 


10 This statement rests on an examination of nu- 
merous volumes of Hearings before the Rivers and 
Harbors Committee of the House of Representatives, 
plus an analysis of the estimated benefits from rec- 
ommended improvements as reported in the project 
documents of the army engineers. 





COMMON CARRIER BARGE LINES REPORTING 


TO INTERSTATE COMMERCE COMMISSION, 1929-1940* 























sais Net Percent 
Year —— Invested Net Return on 

eporting Capital Income Capital 
1940° 3 $20,655,652 $ 481,450 2.33 
1939* 3 20,744,885 652,713 $-15 
1938 8 20,214,754 1,538,052 761 
1937 9 20,296,013 463,034 2.28 
1936 10 19,961,846 728,634 3.65, 
1935 2 19,023,958 795435 4.18 
1934 8 17,224,775 —741,749” —4.31" 
1933 1 18,750,487 201,166 1.07 
1932 10 18,380,080 618,064 3-36 
1931 12 5,226,221 229,968 4-40 
1930 14 5:930,600 —159,541" —3.02” 
1929 15 2,889,153 — 92,365 —3.20° 





* Source (except as noted): U. S. Interstate Commerce Commission, Statistics of Railways in the United States, 


1929-1938. Last column computed. 

* Data for 1939 and 1940 obtained from M. O. Lorenz, 
bes 5 7 ae D. C., by correspondence, . 
ss. 


Director of Statistics, Interstate Commerce Commission, 
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direct benefits from inland waterways 
were more widely diffused. 


The Transportation Act of 1940 


Port-to-port operations of common 
and of some contract waterway carriers 
will be regulated by the Interstate Com- 
merce Commission under the Transpor- 
tation Act of 1940.41 The Commission’s 
authority will extend to all phases of con- 
trol over waterway common carriers, in- 
cluding the issuance of certificates of 
convenience and necessity, prescription 
of maximum, minimum or exact rates, 
supervision of accounts, and regulation 
of security issues. Exempted from regu- 
lation are ferries, tankers, private car- 
riers and contract carriers that do not 
transport more than three bulk com- 
modities at any one time. 

The new legislation does not touch 
three complaints that have been made by 
the railroads; namely, that waterways 
themselves are furnished at public ex- 
pense while the railroads must furnish 
their own rights-of-way, that the princi- 
pal beneficiaries are large corporations 
who do not need government aid, and 
that in the Inland Waterways Corpora- 
tion the government is subsidizing a line- 
haul carrier at a saving to shippers which 
results in a weakening of railroad trans- 
portation by uneconomic competitive 
reductions in rates. The original draft 
of the Act contained provisions that 
were designed to meet these complaints: 
Tolls were to be charged on improved 
inland waterways; the commodities 
clause was to be extended to barge lines, 
so that a corporation would not be per- 
mitted to carry its own merchandise in 
its own vessels if it did any common on 
contract carrier business; the federal 


™ Public No. 785, 76th Cong., 3d Sess. Legislative 
histories and more detailed summaries of this Act 
are given by A. L. Stein, “Federal Regulation ‘of 
Water Carriers,” Journal of Land and Public Utility 


barge lines were to be liquidated. These 
provisions were defeated in committee. 
The hypothesis that any kind of water 
transportation really hurts any kind of 
land transportation has been studied so 
far only by analysts, pro and con, whose 
obvious self-interest casts suspicion on 
their findings. A Board of Investigation 
and Research has been appointed under 
the new Act, and one of its functions will 
be to study this problem. If subsidized 
waterways are crippling the railroads, 
few will doubt that it is the railroads 
which should have first claim to public 
favor. If it can be demonstrated that the 
superior service of the railroads enables 
them to hold their own against the 
slower, less flexible waterway carriers, 
then it would seem to be in the public 
interest to encourage a wide diffusion of 
the private economies possible in barge 
transportation, to offset the billion dol- 
lars that the federal government has 
spent to improve rivers and canals. 
Congress, to quote from the Act, has 
declared its policy ‘to provide for fair 
and impartial regulation of all modes of 
transportation . . . so administered as to 
recognize and preserve the inherent ad- 
vantages of each.” The phrase “inherent 
advantages” as applied to waterway trans- 
portation is presumably to be interpreted 
against the present background of toll- 
free channels improved at government 
expense, since the Interstate Commerce 
Commission is given no voice on policies 
affecting the channels themselves. If 
present conditions, reflecting past evolu- 
tionary adjustments, are any guide, most 
of the “inherent advantages” of inland 


navigation will be found to accrue di- 


rectly to two classes of shippers, the large 
river-bank industry that can . supply 
thousands of tons of short-haul traffic 
Economics 16:478 (1940); Ralph L. Dewey, “The 


Transportation Act of 1940,” American Economic 
Review 15:31 (1941) . 
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every year for its own or hired boats, and 
the smaller shipper of those classes of 
extremely long-haul traffic that do not 
have to be delivered in a hurry. The diffi- 
culty of obtaining back-haul cargo will 
probably keep either private or contract 
carriers from becoming a dominant part 
of long-haul waterway transportation; 
that field will be held, for the most part, 
by the common carrier whose regular 
schedules build the habitual acceptance 
of waterway routings into the conscious- 
ness of a large number of shippers. To 
these conclusions there are exceptions: 
Long-haul tank barge transportation of 
petroleum products will continue to be 
handled by private carriers; an occa- 
sional contract carrier will be able to 
find profitable cargoes in both directions 
between distant termini; under special 
local conditions, short-haul common car- 
rier service may flourish. These excep- 
tions do not disprove the rule. 

The broad exemptions of the Trans- 
portation Act of 1940 leave at least half 
of river traffic, measured by tonnage, still 
unregulated. The Interstate Commerce 
Commission has been given a big job; 
then one of its arms has been tied behind 
its back. As a minimum expectation, the 
new powers represent merely an inch of 
progress toward a unified transportation 
system for the United States. As a max- 
imum potentiality, the experience of the 
Commission in its present limited prov- 
ince may clarify the principles that 
should be written into future legislation 
that will provide more adequate controls. 


The Intent of Congress 


In form, merely a question of fact is 
involved in the query: Who gets the 
benefits? In substance, the implication 
is a question of policy: Who should get 
the benefits? On questions of policy, the 
answers must be furnished by Congress. 


Regarding one type of waterway im- 
provements, those designed primarily 
for flood control, Congress has left no 
doubt as to its attitude on the incidence 
of costs and benefits. In a section labeled 
“Declaration of Policy,” it has said: 


“. . . the Federal Government should im- 
prove or participate in the improvement of 
navigable waters or their tributaries, in- 
cluding watersheds thereof, for flood-con- 
trol purposes if the benefits to whomsoever 
they may accrue are in excess of the esti- 
mated costs .. .”!? 


The implied philosophy is that a fed- 
eral project which creates benefits 
greater than costs is justified, even if the 
benefits accrue to groups who do not pay 
the costs. In relation to flood control, 
the humanitarian appeal supports the va- 
lidity of such a policy. 

A “declaration of policy” on waterway 
improvements for navigation has never 
been made, but the instructions of Con- 
gress to the Board of Engineers for Riv- 
ers and Harbors contain this sentence: 


“And in the consideration of such works 
and projects the board shall have in view 
the amount and character of commerce ex- 
isting or reasonably prospective which will 
be benefited by the improvement, and the 
relation of the ultimate cost of such work, 
both as to cost of construction and main- 
tenance, to the public commercial interests 
involved, and the public necessity for the 
work and the propriety of its construction, 
continuance or maintenance at the expense 
of the United States.’’!3 


“Public” is the doubtful word in these 
instructions. This provision has been in 
the law for more than a generation, how- 
ever, and under it the board has made 
nearly 5,000 investigations.!* Largely on 
the information supplied by these inves- 

12 United States Code (1934 ed., Supplement V, 


1939) , Title 33, Section 7o1Aa. 
18 United States Code (1934 ed.) , Title 33, Section 


541. 
Annual Report of the Chief of Engineers, U. S. 
Army, 1940, 1:23. 
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tigations, Congress has spent billions of 
dollars on river and harbor improve- 
ments. No substantial evidence is found 
in the project documents of the army 
engineers, the hearings before the House 
Committee on Rivers and Harbors, the 
reports of the committee to Congress, or 
the debates in Congress, to indicate that 
the policy of Congress in developing a 
waterway for navigation is any different 
from that involved in developing it for 
flood control. If the benefits, ‘‘to whom- 
soever they may accrue,” are considered 
greater than the costs, the projects are 
approved. 

In exempting all private carriers and 
those contract carriers that transport 
three or fewer bulk commodities from 
regulation under the Transportation Act 
of 1940, Congress in effect reaffirms this 
policy. No interference is contemplated 
with the larger users of the waterways, 


whether their savings are passed on to 
the general public or not. A solicitous 
regard is extended, however, to the com- 
mon carriers, who wanted to be regu- 
lated, and wanted the contract carriers 
to be regulated, too. The only carriers 
who did not get what they wanted were 
the small contract carriers, operating on 
an “anywhere for hire’ basis, setting 
rates to get the traffic, sometimes regard- 
less of even their own long-run well- 
being. It might be inferred that Con- 
gress does not want to remove any water- 
ways benefits from big business. The 
aim seems to be to stabilize the barge 
lines at the other end, to extend similar 
benefits as widely as possible to little 
business. 


%U. S. Congress, Senate Committee on Interstate 
Commerce, op. cit., 589, 697; U. S. Congress, House 
Committee on Interstate and Foreign Commerce, op. 
cit., 1177, 1225. 














Adjustment of Population to Rural Resources 
in Missouri 
By C. E. LIVELY* 


— relationship between population 
and land is of fundamental impor- 
tance. In a self-sufficient agricultural 
economy, this relationship is generally 
simple in nature; but in the modern 
urbanized and industrialized economy 
this relationship becomes exceedingly 
complex. The influence of powerful fac- 
tors, often non-agricultural in nature, is 
reflected in the standards and practices 
determining the use of land and other 
natural resources. Trends and differen- 
tials in birth and death rates, which 
within limits are culturally conditioned, 
affect the distribution of population 
upon the land. Policies arising out of 
need for national defense, or through 
desire to wage war, tend to transform 
the aims of society from that of economic 
utilization of natural resources for the 
support of the population to that of 
utilization of resources (economically 
or otherwise) for the purpose of winning 
the conflict. There is great need for a 
clearer understanding of the significance 
and inter-relationships of these and 
other forces operating to determine what 
use shall be made of land and other 
natural resources. This article sketches 
some of the major trends of population 
in the state of Missouri and is intended 
to contribute to that end. 

According to the U. S. Census of 1940, 
the population of the state of Missouri 
now includes more than three and three- 
quarters million persons.’ In 1810 the 
state included fewer than twenty thou- 
sand persons but by the Civil War the 
number had risen to more than a mil- 
lion. The rate of growth was rapid al- 


2 College of Agriculture, University of Missouri. 
The census enumerated 3,784,664 persons. 


though at a decreasing rate until after 
the turn of the century when the decen- 
nial rate dropped to 6.0%, 1900-1910. 
Since 1900 the decennial rate of increase 
has averaged a little more than 5%. Not 
since 1870 has the decennial rate of pop- 
ulation increase been equal to that of the 
United States as a whole. 

In 1940 a little more than half (51.8%) 
of the population of Missouri was classi- 
fied as urban. The urban population has 
grown from a little more than half a mil- 
lion in 1880 to nearly two million in 
1940. This urban growth has been large- 
ly the result of the growth of two cities, 
St. Louis and Kansas City, for two-thirds 
of the urban population of the state lives 
in these cities. Only one other place is as 
large as seventy-five thousand. Because of 
this high concentration of urban popula- 
tion in a few spots, Missouri is far more 
rural in its social organization and at- 
mosphere than might be inferred from 
the rural-urban division of population. 
Most of the counties may be termed 
rural. In 1930, 85% of the urban popu- 
lation lived in thirteen counties. Of 114 
counties, 62 had no incorporated place 
as large as 2500 and 102 had no place as 
large as 10,000. 

The rural population of Missouri 
reached its maximum size in 1900 and 
declined steadily to 1930. In 1940, the 
rural population was approximately 
equal to that of 1890. In 1910 the rural- 
farm component, i.e., the persons actual- 
ly living on farms was two and one-half 
times the rural-nonfarm component, 
consisting of all those not engaged in 
agriculture but living in unincorporated 
territory and incorporated villages and 
cities with fewer than 2500 persons. Since 
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1910 the rural-farm population has de- 
clined relatively until in 1940 it was only 
65% greater than the rural-nonfarm 
component. 

Areal Differentials in Population 
Growth. Missouri possesses a wide varie- 
ty of physical conditions and resources 
and this situation greatly affected the 
course of early settlement. The first set- 
tlements occurred along the Mississippi- 
Missouri river margins and spread out 
from there. When the state was admitted 
to the Union in 1821, the northern third 
plus the entire southwestern portion and 
the Ozark highlands were, generally 
speaking, unsettled. As time passed, these 
areas filled up. Practically all counties 
gained population prior to 1870. The 
rural population reached its maximum 
in 1900 and since that time most of the 
counties north of the Missouri river and 
many of the west-central counties have 
steadily lost population. The deep 
Ozarks and the southeast Mississippi 
lowlands were settled last; indeed, the 
latter area is still in the process of ex- 
ploiting the wealth inherent in the vir- 
gin soil fertility so abundant there, and 
the economic and social organization of 
the area still bears the earmarks of a 
frontier, exploitative society. Barring the 
small areas immediately tributary to 
cities of importance, the northern and 
western agricultural areas have been 
steadily losing population for 40 years. 
The Ozark highlands have passed this 
maximum incident to settlement and the 
population tends to decrease sharply 
with the upswing of the business cycle 
and increase with the occurrence of de- 
pression. The southeast lowlands have 
not yet reached maximum population. 
In 1910, six of the seven counties of this 
group had from 20% to 60% of their 
land in farms. Increase has been rapid 
since, and during the last decade these 
seven counties all gained population at 


rates ranging from 20.2% in Stoddard 
County to 46.9% in Mississippi County. 

Population Fertility and Population 
Growth. From the point of view of sur- 
plus of births over deaths, the popula- 
tion of Missouri is still increasing. If 
allowance is made for under-registration 
of births, the crude birth rate is about 
17.0 per thousand population. With a 
death rate of 11.3 in 1939, a natural in- 
crease of 5.7 persons per thousand per 
year prevails. This amounts to a rate of 
growth of about 6% per decade. 

Even the present low rate of natural 
increase cannot be expected to continue, 
however. More than ten years ago the 
population of Missouri would have been 
at a stationary level had it not been for 
a favorable age distribution. The index 
of growth based on fertility ratios was 
1.05 for the native white population and 
0.70 for negroes,” on a scale in which 1.0 
indicates a stationary condition. Since 
that time the number of births has de- 
clined still further so that it is probable 
that the entire state is now producing 
too few births to maintain a stationary 
population. With the rapid increase in 
number of aged persons and the conse- 
quent likelihood that the death rate will 
soon increase, it may not be many years 
before certain areas of the state will 
show a larger number of deaths than 
births. 

But if the total population of the 
state is at a stationary level with respect 
to natural increase, the urban popula- 
tion is far below that point. Even in 
1930, the entire urban population was 
producing only 75% of the number of 
births necessary to maintain the popula- 
tion at a stationary level. St. Louis had 
a 28% deficit of births in the native 
white population, and Kansas City a 


*Ww. S. Thompson, “Standardized Deplacement 
Indices . . . , by States, 1930 and 1920.” Population 
Index, 4 (4), Oct. 1938, p. 270. 








renm Fmt 


baa | 


-—- 


— 


> na — er oD I ce ee on do oo 


~~ OD 





ADJUSTMENT OF POPULATION TO RURAL RESOURCES 69 


37% deficit. The negro population of 
these cities had approximately a 50% 
deficit. That there is still a surplus of 
births over deaths in these cities is due 
to the fact that the death rate is ab- 
normally low owing to the abnormally 
large proportion of persons between the 
ages of 15 and 50, a condition that is 
common to large cities. 

Since 1930, the number of births has 
declined considerably and, although de- 
fense prosperity has increased the num- 
ber of marriages and consequently the 
number of births, the upturn in the 
birth rate is probably temporary. The 
continuation of migration into these 
cities is necessary for the maintenance of 
present numbers, and if the number of 
births in these cities continues to decline, 
as may very well happen, the number of 
deaths will soon balance or even exceed 
the number of births. 

By contrast to the urban population 
of Missouri, the rural population is still 
producing enough children to more than 
maintain its numbers. In 1930, the en- 
tire rural population was producing 44 
percent more children than was neces- 
sary to maintain a stationary level. The 
rural-nonfarm population was produc- 
ing a 27 percent surplus. Comparable 
figures for 1940 are not yet available but 
the decline in number of births since 
1930 makes it certain that this surplus 
has been cut significantly. 

Rural population fertility is by no 
means uniform throughout the state. 
In general, the lowest rural birth rates 
occur north of the Missouri river and the 
highest birth rates deep in the Ozark 
highlands. In most counties north of the 
river the rural population is producing 
less than a 25 percent surplus of children 
above the number required to maintain 
the population at a stationary level. Two 
counties have a deficit. Most of the coun- 
ties immediately south of the Missouri 


river and also those on the western 
border of the state are producing more 
than a 25 percent surplus of children. 
In the Ozark border, most of the coun- 
ties are producing more than a 50 per- 
cent surplus of children above the num- 
ber required to keep the population 
stationary, and the rate rises to more 
than a 100 percent surplus in many of 
the deep Ozark counties. In 1930, ten 
of these counties were producing more 
than twice as many children as were nec- 
essary to maintain the population. Thus, 
if all the children born in these Ozark 
counties remained there, in a situation 
which is already overcrowded, the condi- 
tion would rapidly become intolerable. 
In the southeast Mississippi lowlands, 
the rural population is producing ap- 
proximately 75 percent more children 
than is needed to maintain ‘the popula- 
tion. The farm population rates still 
higher with most of the counties showing 
a 100% surplus. With no migration into 
or from this area, the population would 
increase at a rapid rate. Even so, the 
recent rapid increases in the rural popu- 
lation of these counties can be attributed 
only in part to natural increase. Much 
migration into the area has occurred. 
Youth in the Missouri Population. 
Although the declining birth rate has 
been steadily reducing the number of 
children in the population, the full im- 
pact of this reduction upon the affairs of 
the state has not yet been felt. The sharp 
decline in number of births that oc- 
curred during the depression years of the 
early thirties is just now being reflected 
as a decline in the enrollments of ele- 
mentary schools. It will be another ten 
or twelve years before these children 
will be offering themselves for the labor 
market. At that time a decrease of fifteen 
to twenty percent, as compared with the 
number of similar age now offering 
themselves for the market, will be noted. 
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At present, the largest classes of chil- 
dren in the history of the state, those of 
1920-24, are offering themselves for em- 
ployment. It is fortunate that an upturn 
in the business cycle has coincided with 
the occurrence of this large supply of 
labor. These workers will be active in 
the labor market for the next twenty-five 
or thirty years. Missouri normally ex- 
ports young workers, and had depression 
persisted, it would have been difficult for 
many of these workers to find employ- 
ment. No doubt many would have taken 
to the open road as others have done 
before them. This is particularly true of 
rural youth and especially of those in 
the areas where the birth rate has been 
high and resources relatively meagre. 
Rough estimates of the number of farm- 
reared youth necessary to exactly replace 
the losses from the ranks of farm workers 
resulting from death and retirement, 
suggest that during the last decade in 
Missouri nearly twice as many such 
farm-reared male workers were produced 
as were needed on the farms. The pro- 
portion needed for replacements varied 
from two-thirds in Area A (Cf. map 1) 
to 45% in Area E and 40% in Area D. 
Thus, there was a surplus of farm-reared 
males during the decade, ranging from 
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RURAL-FARM SUB-AREAS OF MISSOURI 
MAP 1, 





one-third in the best agricultural area 
of northwestern Missouri to a surplus of 
60% in the rougher portions of the 
Ozark highlands. These surplus youth 
cannot be accommodated on farms with- 
out increasing the number of farms, a 
condition that must be regarded as un- 
desirable in the poorer sections. ‘They 
must find their way into non-agricultural 
industry or contribute further to the 
over-population of these poorer agricul- 
tural areas from whence the largest pro- 
portion come. With economic prosperity 
the situation may be expected to im- 
prove slightly during this decade because 
some reduction in number of farm- 
reared youth of employable age will oc- 
cur. However, economic depression may 
easily offset any such gain and more. 

The Aged in the Population. The in- 
creasing expectancy of life together with 
the declining birth rate, trends that have 
been evident for many years, have con- 
tributed to an increasing proportion of 
old people in the population. The pro- 
portion of persons of advanced age has 
been increasing steadily in the United 
States, and Missouri is no exception. 
In 1940, 8.6% of the population was 
sixty-five years or over and, therefore, 
eligible by age for some form of old 
age benefits? The average percentage 
for the United States was 6.8 and few 
states had a larger proportion of aged 
persons than Missouri. Furthermore, the 
proportion has increased one-third since 
1930. Before many years one person in 
ten will be eligible by age for old age 
benefits. Missouri faces a genuine prob- 
lem in meeting this situation equitably 
and fairly. 

Population Movements. The first 
movements of population in Missouri 
were those concerned with the settle- 
ment of the state and the initial exploi- 


3U. S. Bureau of the Census, Sixteenth Census of 
Population, 1940. 
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tation of its resources. The state was 
settled by people originating for the 
most part in Kentucky, Tenessee, IIli- 
nois, Indiana, and Ohio, but as preemp- 
tion gave way to a settled economic and 
social order they moved from Missouri 
to Oklahoma, Kansas, Texas, and in 
more recent years to California and east- 
ern states, particularly Illinois. For many 
decades the state has exported popula- 
tion. Native-born Missourians have scat- 
tered far and wide in search of better 
economic and social opportunities. Dur- 
ing the last ten years a large number of 
families, feeling depression, especially in 
southeast Missouri have migrated to Cal- 
ifornia. 

Internally, the growth of cities with 
their economic opportunities and defi- 
ciency of births, has brought heavy mi- 
gration from the rural districts. The ex- 
cessive number of urban persons aged 
18 to 35 and the deficiency of persons 
of similar age in the rural population at- 
test to that fact. The decline in rural 
population in Missouri from 1900 to 
1930 can be accounted for only in terms 
of migration to urban centers. The slight 
increase in rural population during the 
decade 1930-1940, must be regarded pri- 
marily as a result of the failure of matur- 
ing rural youth to leave the rural dis- 
tricts, although urban-rural migration 
was also a factor. 

The decline of rural population in 
Missouri through migration to urban 
areas since 1900 has been almost wholly 
a decline in farm population. Although 
the rural-nonfarm population has lost 
heavily by migration, the gain from sur- 
plus of births over deaths, together with 
persons moving from the farms to the 
villages, has been sufficient to more 
than offset the loss. The rural-nonfarm 
population has grown steadily since 1890, 
and the marked growth of 6.4% made 
during the last decade suggests that in 


lieu of opportunities in the cities many 
farm-reared youth were crowding into 
the villages. Whether village residence 
made the various agencies offering pub- 
lic assistance easier of access is not clear. 

Since 1900 perhaps the most pro- 
nounced movement of population in 
Missouri has been the movement from 
the farms to nonfarm locations and oc- 
cupations. During the decade, 1920-30, 
it is estimated that the net loss of persons 
from the farms of the state was equal 
to approximately 20% of the 1920 farm 
population.* During the same period the 
number of farms decreased 2.7%. Com- 
parable figures are not available for the 
two previous decades, but the number 
of farms in the state decreased 2.7% in 
the next decade, but increased slightly 
between 1930 and 1940. Considering the 
demand for industrial labor during that 
period, particularly during the first 
world war, it is safe to conclude that 
the loss of farm population through mi- 
gration was very heavy. 

However, during the depression years, 
1930-35, Net migration from the farms of 
Missouri virtually ceased.5 Some loss oc- 
curred in the better farming counties 
north of the Missouri river and in scat- 
tered counties elsewhere. About half of 
the counties experienced little or no net 
loss or gain. Many of the Ozark counties 
and also certain of the counties in the 
southeastern lowlands experienced a net 
gain in farm population from migration. 
Since 1935, net losses through migration 
have apparently been proportional to 
the increase in non-agricultural employ- 
ment. At present, reports indicate that 
large numbers of rural persons have re- 


'C. E. Lively and Conrad ‘Taeuber, “Rural 
Migration in the United States.” Washington: WPA 
Div. of Research, Research Monograph XIX, 1939, 
140. 

5C. E. Lively and R. B. Almack, “The Rural 
Population Resources of Missouri,” Mo. Agric. Expt. 
Station, Research Bulletin, 306, p. 8. 








72 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


sponded to the demand for defense 
workers. The State Employment Service 
reports that the demand for workers 
greatly exceeds the supply. In the better 
farming areas the year-round hired man 
has about disappeared and the trend 
toward mechanization of farm processes 
is further reducing the demand for any- 
thing but seasonal workers. 

Migration and Rural Resources. The 
widespread migration from Missouri 
farms since 1900 requires explanation 
beyond the general statement that the 
migrants saw evidence of better oppor- 
tunity in the cities than on the farms. 
More specifically, it may be said that a 
widespread adjustment of population to 
rural resources began about the turn of 
the century and is still under way. 

There is evidence that the settlers 
who preempted the land of Missouri 
were not keenly alert to the economic 
implications of the different grades of 
land,* of which there were many. Al- 
though some of the settlers were inter- 
ested in mining and some in lumbering, 
the great majority aimed to establish 
themselves in farming and took the tra- 
ditional 160-acre tract of land. Whether 
the land obtained was good northern 
Missouri corn land or Ozark hill land 
where timber, fish and game were abun- 
dant made little difference, for the fami- 
lies were bent upon production for a 
living rather than for the market. How- 
ever, as transportation facilities devel- 
oped and the demand for agricultural 
products appeared, farmers gradually 
shifted to production for the market 
and production for use declined. As me- 
chanical devices for use in agricultural 
production appeared they were adopted 

*C. H. Hammar and J. H. Muntzel, “Intensity 
of Land Use and the Resettlement Problem in Mis- 
souri.” Journal of Farm Economics, 17 (3), pp. 499- 
422, August, 1935; E. D. Woodbury, “Population— 
Resource Relationships in Missouri,” M. A. Thesis, 
University of Missouri, 1941, p. 33. 


in the northern and western prairie areas 
with the result that workers were liber- 
ated and farms tended to increase in size. 
Thus the farm population of northern 
Missouri began to decline after 1890 and 
has continued to do so. Concurrently, 
tenancy developed and farms grew larg- 
er and more completely mechanized. 
The birth rate declined, incomes were 
translated into better living and the level 
of living rose. 

By contrast, in the Ozark highlands, 
the population was driven to seek sub- 
sistence in a precarious agriculture as the 
fish, game and timber disappeared. The 
birth rate remained high, the population 
increased rapidly and the average family 
had too little land to obtain the means 
of a good living. The hills, denuded of 
forests, eroded so rapidly that a farm 
might be ruined in the course of a gen- 
eration or two, and the level of living 
remained low or fell even lower. Under 
these circumstances, it is possible to 
show’ that the application of labor to 
the land occurs in its greatest intensity 
where the land is poorest. Only in south- 
east Missouri, where cotton is the pre- 
vailing cash crop, has the farm popula- 
tion been spread over the land with con- 
siderable density. In 1930 the average 
amount of farm land per capita of the 
farm population of Missouri was 32.9 
acres. In many northern counties the 
average was above 40 acres while in the 
Ozark highlands most counties were be- 
low the state average. But in the south- 
east lowlands the average was as low as 
8 acres per capita in Pemiscot County. 
However, recent trends toward greater 
mechanization of agricultural processes 
and the substitution of wage workers, 
often non-resident, for share-croppers in 
southeast Missouri may tend to raise the 
average acreage per capita, although this 
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is by no means certain. The rich soil re- 
sources of this area, the fact that there 
is still some new land to clear, the bo- 
nanza nature of the farming, the mild 
climate and the relative freedom from 
many institutional controls, all combine 
to make it an attractive place to many 
people who see in it the possibility of 
greater opportunity than in surround- 
ing areas. Farm operators displaced in 
Wayne County because of the construc- 
tion of the Wappapello flood control 
dam moved to the delta area in consid- 
erable numbers. Laborers and displaced 
sharecroppers from surrounding areas 
move there, also, and although there is 
surplus labor and under-employment in 
the area, it may be that this pressure of 
population will continue until a more 
stabilized and institutionalized economic 
and social order is developed in these 
lowlands. 

It may be seen from the above that 
settlement following the prevailing no- 
tions of the day spread the rural pop- 
ulation over the state in a pattern sur- 
prisingly even, considering the great 
variation in resources. Subsequently, 
factors arising out of population in- 
crease, the exploitation of resources and 
the commercialization of agriculture 
brought into bold relief the potential 
maladjustments in this settlement pat- 
tern. These may be briefly summarized. 

In the first place, soil erosion and soil 
depletion have taken a terrific toll of 
Missouri lands. Excessive cropping with 
soil-depleting crops, methods of cultiva- 
tion favoring erosion, removal of timber 
and other ground cover and other factors 
have made more than 4o percent of the 
land of the state definitely submarginal 
or marginal for arable agriculture, ac- 
cording to some estimates. Some of the 
readjustments necessary to partially cor- 


*C. E. Lively and A. B. Almack, loc. cit., p. 20. 


rect this situation, such as the reduction 
of row crops and development of more 
livestock, will probably tend, tempora- 
rily at least, to decrease rather than in- 
crease the number of people living on 
the land. 

In the second place,the mechanization 
of agricultural production processes pro- 
ceeding rapidly everywhere outside the 
Ozark highlands is effecting a decrease 
in the farm population because of the 
release of manpower and the accompa- 
nying increase in size of farm. The num- 
ber of tractors in Missouri increased 
from 25,000 in 1930 to 45,000 in 1940. 
One farm in six now has a tractor. 
Nearly half of the tractors enumerated 
by the 1940 census were less than four 
years old. There are now many coun- 
ties in which the farms have one tractor 
for every three automobiles. In some 
areas virtually all of the larger farms are 
supplied with tractors, and in many 
areas the smaller as well as the larger 
farms are “‘tractorized” by virtue of cus- 
tom work performed by farmers or oth- 
ers in possession of tractors and equip- 
ment. The effect of this mechanization 
upon size of farm is notable. The total 
number of farms in Missouri in 1940 was 
approximately equal to the total num- 
ber in 1930, yet during the intervening 
ten years the number of farms of 260 
acres or more increased 14.5%. The in- 
crease was most pronounced in the best 
areas of northern Missouri. 

In the third place, the declining re- 
sources of the Ozark highlands, the rapid 
growth of population and the limited ex- 
perience of the isolated population with 
conditions elsewhere have combined to 
produce an acute condition requiring 
heavy emigration on the one hand and a 
readjustment of the prevailing economy, 
or to one more suitable to the limited re- 
sources of the area, on the other. Ex- 
perience with groups of these Ozark 
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families, in areas where forced depopu- 
lation has been necessary for defense 
and flood control purposes, reveal a 
people extremely local in outlook, gen- 
erally undernourished and often in need 
of medical care. There is a high pro- 
portion of elderly people often living in 
meagre quarters on small tracts of un- 
productive land.® Production is low and 
the level of living is low. The readjust- 
ment of Ozark population to the re- 
sources of the area in such a manner that 
the population may become self-support- 
ing in health and decency is a major 
problem confronting the state of Mis- 
souri. By whatever valid measures used, 
the pressure of population upon re- 
sources is greatest in these highlands. 
Defense employment may relieve this 
pressure temporarily by drawing off 
many of the able-bodied workers; but 
if the highlands are further neglected, 
depression following the defense boom 
is likely to fill these hills with un- 
employed people without resources, 
crowded into inadequate houses, in an 
area where the physical resources are al- 
ready overtaxed. A systematic social pol- 
icy is needed for these highlands to the 
end that: (1) the agriculture may be 
adjusted to prevent further wastage of 
the meagre soil resources; (2) forestry 
(including more complete use of present 
wood products) may be systematically 
developed; (3) the tourist trade may be 
further developed by making the area 
more attractive to tourists; and (4) the 
opportunities for useful education of the 
native youth may be improved so that 
potential workers emigrating from the 
hills will be in a position to bargain in 
the labor market for something more 
than those unskilled jobs which are the 
~* Albert Mussman, “Implications of Land Use 
Adjustments in Connection with the Defense Pro- 


gram,” mss., Dept. Rural Sociology, University of 
Missouri, 1941. 


first to be discontinued when depressed 
business conditions arrive. 


Migratory Labor. The state of Mis- 
souri is not characterized by a large vol- 
ume of migratory agricultural labor. 
Although the year-round hired man is 
disappearing and farm operators rely 
largely upon seasonal labor, either regu- 
lar or casual, a very large proportion of 
such labor is of local origin. Map 2 
shows the number of wage laborers em- 
ployed on the farms of Missouri during 
the week of September 24-30, 1939, by 
counties, as enumerated by the 1940 Fed- 
eral Census of Agriculture. The number 
of laborers employed, as indicated by 
these figures, is probably near the max- 
imum for southeast Missouri because of 
cotton picking. The number is probably 
much below the maximum for the small 
fruit area of the southwest, the corn- 
hogs area of the northwest and possibly 
for others. However, the general pic- 
ture of the State based upon these figures 
is accurate in emphasizing that most 
wage labor in agriculture is employed in 
the southeast cotton delta, the southwest 
small fruits and hay area, the northwest 
corn-hogs area and the truck and fruit 
areas near St. Louis and Kansas City. 
Apparently there is less tendency now 
than formerly to use unskilled Ozark 
workers in the better farming sections 
of northern Missouri, and reports are 
that Ozark laborers are little used in the 
cotton-producing lowlands. On_ the 
other hand, considerable seasonal labor 
from Arkansas and other points south 
has been reported working at the picking 
of cotton and small fruits in southern 
Missouri. On the whole, it would appear 
that the agricultural economy in Mis- 
souri is moving toward the employment 
of relatively less migratory seasonal labor 
and more local mobile labor. 
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PERSONS 14 YEARS OLD OR OVER WORKING AS HIRED LABORERS. 
SEPTEMBER 24-30, 1939 
Map 2. 


Population and the Defense Program. 
At present it is impossible to give an ade- 
quate picture of the significance of the 
program of national defense for the pop- 
ulation of Missouri. The upturn of the 
business cycle bringing better prices for 
farm products and the decline of unem- 
ployment are most significant, as exten- 
sive unemployment and under-employ- 
ment existed in both urban and rural 
areas. A number of defense industries 
have been located in the state. The con- 
struction of Fort Leonard Wood in Pu- 
laski County has in effect been equiva- 
lent to the development of a city of 
50,000 people in a strictly rural setting. 
The original residents have been dis- 
placed and scattered. New residents 
(soldiers, workers and hangers-on) have 
poured in. Housing, schools and other 
facilities necessary for living in a densely 
populated area have been grossly lacking 
for the non-military population. A sim- 
ilar scene is being enacted in the Neosho 
area where Camp Crowder is now being 
constructed. 

The location of training camps and de- 
fense industries in the Ozark and Ozark 
border areas in close proximity to an 
abundant supply. of unemployed and 
under-employed labor and somewhat re- 
moved from the great population centers 


of the northeast is a sound procedure and 
should be commended. Aside from the 
desirability of decentralized war indus- 
tries, it would appear to be desirable, so 
long as state residence requirements are 
in effect, to keep a considerable propor- 
tion of our national industrial activity 
distributed among the states and the 
people somewhat in proportion to the in- 
cidence of the employable population. 
Ours is no longer an agricultural nation. 
Any state that is compelled to rely wholly 
upon agriculture to provide the means 
of a living for its people is certainly hand- 
icapped as a member of our community 
of states. This is particularly true of 
areas such as the Ozark highlands where 
agricultural resources are meagre and the 
labor supply abundant. These workers 
must either leave the rural areas for in- 
dustrial employment or accept progres- 
sively lower standards of living in their 
native habitat. If they find it necessary 
to travel to other states where residence 
requirements are difficult and where, in 
congested areas, housing shortage may be 
very acute, unemployment may leave 
them stranded in a situation even worse 
than that of their native hills. 

One caution should be urged. When 
locating in rural areas projects requiring 
the purchase and depopulation of large 
areas of land, some injustice is likely to 
be imposed upon the displaced popula- 
tion. Experience with more than a thou- 
sand displaced families in Missouri indi- 
cates that the injustice done is likely 
to be proportional to the speed of de- 
population. In any case, it would appear 
that such injustice can be held to a min- 
imum if available facilities for managing 
the depopulation of such areas are effec- 
tively used. The necessary agencies and 
resources exist, but unless a greater de- 
gree of understanding of the human as- 
pects of this problem exists, and unless a 
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coordinated approach on the part of the 
federal and state agencies is effected, un- 
necessary injustice to the local popula- 
tion will continue to be associated with 
the development of these projects. 
Population and Health. This paper 
would be incomplete if it failed to em- 
phasize the growing need for a positive 
program of health improvement for the 
population of Missouri. Defense needs 
are making us increasingly aware of the 
physical inadequacies of our people. 
Draft rejections have been disconcert- 
ingly high. In spite of our great food 


supply there is widespread evidence of 
faulty nutrition. Almost everywhere in 
rural areas there is a shocking lack of ade- 
quate medical and hospital service at a 
price that the rural population can pay. 
There is a suspicion that disease, defect, 
and malnutrition have so devitalized 
many potential workers in the poorer 
rural areas that they cannot meet the re- 
quirements of full-time employment. 
The physical rehabilitation and improve- 
ment of our population must now be re- 
garded as a public responsibility. Health 
is a major line of defense. 
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Forecasting the Demand for Electric mora 
By J. E. GATES * 


Few and unhappy have been the at- 
tempts to forecast the demand for elec- 
tric energy. The only reasonably success- 
ful method unearthed so far has been 
that of the National Resources Board, in 
its study entitled “Patterns of Resources 
Use,” which attempted to place such 
forecasting on a statistical basis. This 
attempt was reasonably successful, as is 
pointed out in the paper by C. C. 
Lineau.? 

Few laymen were aware, until recently, 
of these unhappy attempts to relate the 
supply of energy to the future demand. 
Many will remember the bland state- 
ments as to the sufficiency of electric 
power to carry us through the emergency 
period, and the fact that the shortage in 
the southeast seemed to follow almost 
immediately upon the heels of the state- 
ment. Needless to say, if a good method 
for forecasting had been available, and 
if it had been used, such a fiasco might 
have been avoided. 

There are several methods available 
for such forecasting, borrowed from fore- 
casting in other fields. The following is 


an attempt to use two of the methods, 
and to check them against each other. 
The more general questions of method 
are discussed in Lineau’s paper.* 


I. The Raw Federal Reserve Board 
Index of Industrial Production as 
a Measure of Demand 


This method assumes that there is 
a casual relationship between the Federal 
Reserve Board Index of Industrial Pro- 
duction and the total demand for electric 
energy in kilowatt hours. The result, 
starting from 1940 data as a base, would 
be something like that indicated in 
Table I, extrapolated to 1942: 

The errors in this method are not so 
great as to make it completely useless. 
It is clear that it overestimates the de- 
mands for energy in periods of prosper- 
ity, as in 1936, 1937, and 1941, and 
underestimates in times of depression, as 
in 1938. This is a conclusion to be ex- 

* Professor of Economics, Clemson College, South 
Carolina. 

1Cf. “Statistical Methods: Forecasting Electric 


Energy Demand and Allocating Supply,” C. C. 
Lienau, p. 110. 











TABLE I. 
Projected Output | Actual Output Error in 

Year FRB in Kilowatt in Kilowatt Kilowatt Hours 

Index ° Hours ¢ (Billions) | Hours (Billions) (Billions) 
1935 87 102 98 4 
1936 103 121 112 9 
1937 113 132 122 10 
1938 89 104 117 13 
1939 108 127 130 3 
1940° 123 144 144 0 
1941 155 181 1704 7 
1942 170 199 ? 

















« Actual data. from reports of Edison Electric Institute. 
> As reported in the Survey of Current Business, The figures for 1941 and 1942 are estimates, made by the author. 
The estimate for 1941 is based on eight months of actual data; and four months of estimates. The: 1942 figure is a 


ure estimate. 


* ©1940 data = 100; all the other years are projected on that: basis. 
4 The reports for i941 are sufficiently complete tq make this a reasonably good estimate, based on eight months of 


actual figures. 








/ 


pected, a priori, because oi the fact that 
although the sales of large light and 
power tend to move with industrial ac- 
tivity, as is shown in the succeeding sec- 
tion, domestic and small light and power 
sales are more “sticky,” and tend to re- 
main more constant in the face of rises 
and declines in industrial activity. They 
do respond to such changes in business 
activity, as is proven by the decline in 
sales for such purposes in the period 
from 1931 to 1933, and the sharp rise 
in 1937 to 1940, but the response tends 
to be relatively slow. 

In its more usable form, this method 
involves using a similar method on only 
the sales for large light and power. The 
results indicated in Table II accrue, us- 
ing the methods of the previous section. 

Here the errors are smaller, both in 
magnitude and in percentage of the final 
result. This is logical, since the greater 
part of large light and power sales go to 
industrial establishments, whose activi- 
ties figure in the preparation of the Fed- 
eral Reserve Board Index of Production. 
This close relationship is important to 
the development of a forecasting tech- 
nique, because large light and power 
sales respresent such a large proportion 
of total sales — over half in 1940. If 
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sales for other purposes, as domestic and 
small light and power sales, are assumed 
to remain constant from year to year, 
and are added to a prediction of large 
light and power sales made as above, 
the results will be relatively usable, cer- 
tainly more so than applying the index 
to total light and power sales. If a similar 
method is used for the other classes of 
service, and the results are put together, 
the results should have a great measure 
of validity. 

By contrast with large light and power 
sales, residential and domestic sales tend 
to follow a different sort of development, 
being closely allied to changes in popu- 
lation, sales of domestic appliances, 
building construction, etc. Its constant 
rise since 1926 is interrupted only by 
a small decline in 1933. In every other 
year there has been an increase. 

A similar conclusion holds for small 
light and power, which dipped down- 
ward only in 1931, 1932 and 1933, and 
then only slightly compared with the 
spurt in very good years like 1937, 1939 
and 1940. It seems fair to conclude that 
prosperous years bring a rise in con- 
sumption for such purposes, a gain which 
is held — or almost held — even in times 
of depression. 














TABLE II. 
Projected Output | Actual Output in Error in 
Year FRB in Kilowatt Kilowatt Hours Kilowatt Hours 
Index” Hours* (Billions) (Billions) (Billions) 
1935 87 42.1 40.9 1.2 
1936 103 49.8 48.7 1.1 
1937 113 54.6 51-4 3-2 
1938 89 43-4 43-1 3 
1939 108 52.3 51.1 1.2 
1940° 123 595 595 o 
1941 155 75.0 ? ? 
1942 170 82.2 ? ? 

















* Actual data, as reported to the Edison Electric Institute. 7 
> As reported in the Survey of Current Business. The figures for 1941 and 1942 are estimates. by the author. The 
estimate for 1941 is based on eight months of actual figures, and four months of estimates. The 1942 figure is a pure 


estimate. 


©1940 data = 100; all the other years are projected on that basis. 
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II. Building the Total Demand as 
a Composite of Forecasted Demands 
of Classes of Customers 


Whereas the previous method assumes 
that there is a necessary relationship be- 
tween over-all industrial activity and the 
sales of electric energy for all purposes, 
or only for large light and power, this 
method assumes that there is no such 
over-all relationship, that in reality there 
are not only variations between classes 
of customers but also within classes of 
customers. It is obvious that domestic 
demand depends only slightly upon the 
degree of industrial activity but rather 
heavily upon other reasonably measur- 
able factors, such as changes in popula- 
tion, sales of appliances, etc., which fac- 
tors should be considered individually 
in making a total estimate. In large light 
and power, there is a clear differentia- 
tion to be made as between particular 
industries, some of which are moving up- 
ward while others decline in activity, a 
factor of particularly great importance 
in this period of emergency. It is pos- 


sible to forecast fairly accurately the 
sales of energy to domestic users if the 
sales of appliances are known, together 
with the amount of construction of new 
buildings. Under the WPB programs 
this should be relatively easy to forecast. 
In the case of large light and power the 
degree of industrial activity of certain 
industries can be forecast with reason- 
able accuracy, particularly in this time of 
emergency when the larger users, such as 
iron and steel, are assumed to be operat- 
ing at or near capacity, which will con- 
tinue in the foreseeable future. 

The following is an attempt to build 
up the total sales in 1941 to each class 
of customer, and to get a grand total 
estimate on that basis. 

Large Light and Power. In Table III 
an attempt is made to build up the total 
demands for large light and power as a 
composite of the demands of seven in- 
dustries which purchase large blocks of 
energy, amounting to approximately 75 
percent of the total energy reported pur- 
chased by manufacturers in 1939. The 


TABLE III. LARGE LIGHT AND POWER SALES FOR SEVEN INDUSTRIES, 
1939 AND 1941 

















I II Ill 
Energy Purchased Percent 1941 Production Estimated De- 
in 1939 kwh. of Rate, asa mands for Electric 
Industry Group (millions) US. Percent Energy in 1941 
Total * of kwh. 
1939” , IX Il 
Iron and Steel 7,653 17.0 180 13,600 
Chemicals 59554 12.0 146 8,109 
Paper 3,258 7.0 180 ; 5,864 
Textile Mills 5,198 11.5 164 8,526 
Food 4,998 11.0 122 6,098 
Non-Ferrous Metal 4,794 10.5 142 6,807 
Stone, Clay and 
Glass Products 3,259 73 132 4,302 
TOTAL 7 Industries 34,710 76.3 53,306 
TOTAL All Industries 
as reported to Census 45,040 100.0 69,000 
E. E. I. Sales of Large 
Light & Power 1939 51,108 78,200 

















*® As reported to Census of Manufacturers, 1939.. 
> 1939 = 100 as reported by Survey of Current Business. 
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total industry purchases of each industry 
are translated into 1941 purchases by re- 
lating the degree of business activity in 
1939 to the degree of that activity in 
1941. The totals for these industries are 
then related to 100 percent of those 
groups reporting to the Bureau of the 
Census in 1939, and that figure is then 
related to 100 percent of large light and 
power sales in 1939, as reported to the 
Edison Electric Institute in 1939.” 
Forecast on this basis, the total sales 
for large light and power purposes will 
be 78.2 billion kilowatt hours. That 
figure is transferred to Table V, which 
summarizes sales, by classes. This total 
should be compared with the total of 
75 billion kilowatt hours, arrived at in 
Table II, when the large light and power 
sales were assumed to vary with the de- 
gree of over-all business activity. The 
error here can be explained at least in 


part by the fact that in the list are only 
the large users of energy, which are hav- 
ing very good years in terms of business 
activity, as compared with some of those 


? As reported to the Census of Manufacturers, 1939, 
U. S. Department of Commerce, Bureau of Census, 
Census of Manufactures, 1939: Prime Movers, Motors 
and Generators; Electric Energy Consumed, Sum- 
mary for the United States—Preliminary Report, 
April 6, 1941. 
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which are missing, and who are not hav- 
ing such good years. If all industries 
were included,. the estimate would un- 
doubtedly decline, because of the inclu- 
sion then of these less-active industries. 

Residential and Domestic Use. Table 
IV summarizes the uses of energy by 
various Classes of domestic appliances in 
use in 1941, on the basis of information 
on the number of such appliances in use 
at the beginning of 1941, their antici- 
pated sales for the year, and an allowance 
for retirements during the year. This 
material is taken mostly from reports by 
the Edison Electric Institute, together 
with reports of sales of such appliances 
as reported by the National Electrical 
Manufacturers Association. 

The use of lighting is assumed to re- 
main constant per customer, and the 
total is assumed to increase only by the 
normal—of late—increase of one million 
in the number of such customers. In the 
table all figures have been rounded off. 

Small Light and Power. Similar meth- 
ods are not available for forecasting the 
demand for small light and power. The 
movement of such sales seems to have 
a pattern more like residential use than 
like that of large light and power. On 
that assumption, small light and power 


TABLE IV. ESTIMATED CONSUMPTION OF ELECTRIC ENERGY 
FOR DOMESTIC PURPOSES, 1941 * 








No. of Users on 
Dec. 31, 1941 


Type of Use 





26,000,000 
18,775,000 
3,040,000 


Lighting 
Refrigerators 
Ranges 

Radios 

Water Heaters 
Flat Irons 

Oil Burners 
Washing Machines 
Miscellaneous 


869,000 


12,325,000 


No Increase 


No Increase 
No Increase 


Average Increase—20% 


Total kwh. 
used in 1941 


Average Usage 
(000,000) 


per year, kwh. 








8,242 
6,682 
3,101 
2,147 
2,173 
1,538 

386 

296 
1,441 


317 
356 
1,020 


2,500 








26,000 








* Source: E. E. I. Bulletins, February 1940: Year 1940. 














Lari NEN 


FORECASTING THE DEMAND FOR ELECTRIC ENERGY 81 


sales are assumed to change in the same 
ratio and direction as residential use. 
This checks closely with information 
supplied by the Edison Electric Insti- 
tute, which reports the two classes of use 
increasing during 1941 in about the 
same proportion. 

Total Sales and Generation. Table V 
summarizes the total sales to the three 
classes of users: domestic, industrial, and 
commercial, which in 1940 purchased 
88%, of the total energy consumed. If 
their ratio of increase is typical of other 
uses as well, it would be fair to use 
their projected 1941 consumption to pre- 
pare a projected total use. This is at- 
tempted in the table, and produces a 
total sale of about 144,000,000,000 kilo- 
watt-hours. If losses remain in the same 
ratio as in 1940—about one unit of loss 
to six units of sales—the total generation 
in 1941 can be assumed to be 168 billions 
of kilowatt-hours. 


Total generation is thus assumed to 
bear a constant ratio to sales, which is 
a very conservative basis of estimate. Ac- 
tually, as’ a system becomes more and 
more overloaded, losses will tend to rise. 
The figure as computed checks, however, 
with the Federal Power Commission 
data, which shows sales of energy (and 
hence generation) rising by almost 20 
percent, in the last half of 1941, and 
by about 15 percent, the first half of 
the year, for an average of 18 percent, 
to date (November 15). 

Conclusion. The methods used here 
are admittedly rough, and all will bear 
refining. It is possible, for example, to 
apply the method used for large light 
and power and residential services to the 
other kinds of service. They are so 
small, however, as not to warrant such 
a procedure in this preliminary discus- 
sion. The end of 1941 will present an 
opportunity to verify the accuracy of the 
predictions made herein. 


TABLE V. ESTIMATE OF ELECTRIC ENERGY REQUIRED IN 1941, 
BY CLASSES OF SERVICE 














Estimated 
Kwh. Used Demand in 1941 Percent 
Class of Service in 1940 kwh. Increase in 1941 

(millions) (millions) over 1940 
23,318 26,000 8.6 
MRCS N ooo eros e sees cau sd Pyn ws gaavs eons esses tNccs Tease 59,557 78,200 25.0 
Large Eight S& Power ................0ic:c.cssccssscecssscecsaseases 22,373 24,500 8.6 
Tere AT 0S. 2.00 | de 105,248 128,700 21.8 
Total—Above three classes..................0:0:ccceeeeees ee TS pee 
Meat ON CR css ssc casa ih evnscacannontsgssedeeletecccics 118,643 145,000 21.8 
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Translating Research into Progress through the 
Journal of Land and Public Utility Economics 


HE Journal of Land & Public Utility 
teva is the product of the pioneer- 
ing of Dr. Richard T. Ely and it has con- 
tinued to reflect the thinking and personality 
of its founder. For seventeen years the 
Journal has been the medium through 
which studies, facts, ideas, hypotheses, theo- 
ries, and conclusions have been presented 
to men and women everywhere who have 
an interest in land economics or a stake in 
the land, or who are concerned with the 
problem of transportation and public util- 
ities generally. 

It seems appropriate at this time when 
the Journal is being transferred from North- 
western University back to the University 
of Wisconsin to recall how it has served as 
a medium of presenting the results of re- 
search of the many people working in the 
field of urban land economics. In so doing 
we shall also point out some of the accom- 
plishments as well as suggest a number 
of problems still to be solved in this sector 
of land economics. 

The value of a periodical such as The 
Journal of Land & Public Utility Economics 
becomes more clearly evident as slum areas 
spread, cities break apart, central urban 
areas decay, property tax delinquencies 
mount, difficulties assail the supplies of var- 
ious public services, and as loose thinking 
spreads and permeates the private and pub- 
lic agencies which are responsible for these 
basic elements in our standard of living. 
The American city is today at the cross- 
roads. It can continue to “boom on the 
edge and bust in the middle” until all 
urban land values are destroyed or seriously 
imperiled, or its problems can be carefully 
studied and courageously attacked. Loose 
thinking, haphazard development, and irre- 
sponsible promotion will have to give way, 
and quickly, to experienced scientific study, 
to carefully planned development, and to 
responsibility to the community as a lasting 
social and civic group. 





In reviewing the period since the Journal 
was founded certain achievements in re- 
search, study and action in the urban land 
field are significant. For instance, real 
strides have been made in recent years in 
bringing a measure of order and economi- 
cally sound procedures into the whole land 
and mortgage financing system in this coun- 
try; and without exception these can be 
traced back to research, scientific thinking, 
and persistent effort to bring about the 
changes and improvements which facts and 
research have indicated as being wisest, and 
by remaining intelligently honest in all deci- 
sions affecting land uses and real estate 
and mortgage lending procedures and in- 
stitutions. 

It is tremendously educational as well as 
interesting to compare financing procedures 
and institutions in 1942 with those in 1925, 
or even 1930. The greatest changes have 
come in home mortgage financing. Mort- 
gage credit has been adjusted to the nature 
of the security and the credit instruments. 
Home mortgage money is more readily 
available to all families in every community 
and at substantially lower costs. Mortgage 
financing is safer for the borrower and the 
lender. The unsound straight mortgage has 
been virtually eliminated. Second and third 
mortgage financing with all high costs and 
abuses is a thing of the past. We have 
brought more money into the home mort- 
gage field, have made it possible for more 
families to own their homes, and, most im- 
portant of all, have provided the means 
whereby a complete breakdown of the home 
mortgage structure in depression periods 
may be prevented; and heartbreaks, loss of 
family security and loss of homes avoided. 
In this connection it is interesting to recall 
that one of the first of a series of urban 
land texts edited by Dr. Ely as a by-product 
of the Institute at Wisconsin, and later at 
Northwestern, was “Elements of the Modern 
Building and Loan Associations” by Horace 
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Clark and Frank Chase which stood as the 
principal text and reference book in the 
savings, building and loan field for thirteen 
years. 

In the field of city planning and study of 
urban uses great progress has been made 


since the depression and since a stabilized 


urban population has brought out into clear 
relief the need for corrective action and 
orderly planning of cities. Gone is the 
concept that city planning is merely the 
programming of public buildings, beautiful 
avenues, and colored fountains in impres- 
sive array. We now plan to make the city 
a good place in which to live, to work, and 
to play, as well as a place to impress visitors 
and sightseers. Planning now touches all 
phases of metropolitan living—location of 
factories, parks, schools, thoroughfares, and 
shopping centers; elimination of dirt, noise, 
and slums; stabilization of residential and 
business sections; preservation of what is 
good and necessary; improvement or elim- 
ination of what is bad and undesirable. 
The city of tomorrow will be based on 
planning, facts and research. 

Methods of land development are chang- 
ing. There is evolving a definite tendency 
to merge the functions of promoter, land 
developer, subdivider, and builder into one 
person. or organization. Progress is being 
made in the aim of providing lasting com- 
munity value in new real estate develop- 
ments. Land today is no longer being 
subdivided because there are “suckers” to 
whom lots may be sold; and the country 
should not again experience a repetition 
of the abuses and wild speculation of the 
Twenties. Progress is being made in pre- 
venting communities from being stillborn 
as thev frequently were ten and fifteen years 
ago. Through research and planning, lots, 
streets, shopping areas are now being laid 
out so that land values may be stabilized 
and the amenities of the neighborhood pre- 
served. 

Real estate brokerage is today on a vastly 
higher plane. Real estate middlemen are 
beginning to have a very definite apprecia- 
tion of their responsibilities to the com- 
munity. High-pressure selling and specula- 
tion are giving way to common sense sales- 
manship and meeting prospects with facts. 

A whole new approach to the problem 


of housing the lower income groups is 


evolving. Slums, substandard living condi- 
tions, and housing costs are receiving public 
attention. Answers to these problems have 
not been found as yet but we may trust the 
genius of the American people to find the 
answers through research, experimentation, 
and invention. 

These are just a few examples of the 
progress that has been made in improving 
the American standard of living through 
research, study and action in the urban land 
field. Studies and analyses on these problems 
have appeared in The Journal of Land & 
Public Utility Economics since its first issue 
in January, 1925. 

Although much has been accomplished 
in land economics, much more still remains 
to be done. The whole problem of low-cost, 
low-rent housing is just beginning to be 
approached objectively, with a realization 
of the scope of the problem and the compre- 
hensiveness of the solutions that that must 
be sought. The property tax still remains 
real estate’s Number 1 enigma. Tax delin- 
quencies continue to mount, property values 
are depressed by taxes, and abuses abound. 
Solutions to the property tax problems 
should be based upon research rather than 
expediency or the inspiration of the 
moment. 

Another of the problems on which little 
progress has yet been made has to do with 
the mortgage laws of the several states. 
Thousands of mortgage borrowers and lend- 
ers every day pay thousands of dollars un- 
necessarily because of antiquated mortgage 
laws. Model laws reduce loan cost and fore- 
closures cost and time drastically and still 
have been drafted to provide every protec- 
tion to borrower and lender. With respect 
to this problem, the action stage has been 
reached. Improvements can only be secured 
by the creation of an informed and insistent 
public opinion, and this phase of the 
broader problem of land economics is equal 
in importance to the research and planning 
phase. 

We have just begun to work on the whole 
problem of urban decentralization and 
orderly planning of land use. Years of plan- 
ning and countless improvements in living 
and trading conditions in central cities will 
be necessary before the decentralization 
trend can be broken — if that is possible 
at all. 
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Changes in land uses, property values, 
and practices relating to the production of 
land for use and to the marketing and 
financing of land will continue so long as 
population shifts continue and our eco- 
nomic society remains complex and dynamic. 
So long as we have change and an economi- 
cally free enterprise in which improvements 
are possible, so long will research and sci- 
entific thinking in the urban land field be 
needed. Just as recent improvements in 
mortgage financing and land development 
have their roots in research and study of 
financial and land systems in this and other 
countries, so will sound progress in the 
future be founded upon further research 
and study and the publication of results 
of such research and study. 

The Journal of Land & Public Utility 
Economics has a vital role to play in the 
future development and stabilization of 
America’s urban land economics. As an 
established scientific and research publica- 
tion in this field it can be of tremendous 
importance in transmitting analysis and 
ideas to thinking men and women every- 
where. Progress can be made only if there 


is wide understanding of new problems and 
common agreement as to the wisest solu- 
tions of those problems. It does little good 
to dig out facts if they remain buried in 
the archives. The Journal is the “catalytic 
agent” between research and progress. It 
has served that purpose admirably for seven- 
teen years at Northwestern University and 
I know it will continue to serve that pur- 
pose at Wisconsin University. 

The Journal has added greatly to the 
prestige and educational standing of North- 
western—particularly to the Land Econom- 
ics and Public Utility Departments. Speak- 
ing for Northwestern, we have been proud 
to have been the home of the Journal. It 
is appropriate that it return to the Univer- 
sity of Wisconsin where Dr. Ely first planted 
the idea of research and planning in land 
economics and public utilities. We wish 
the Journal godspeed and know that it will 
continue as the outstanding scientific and 
technical publication in the land economics 
and public utility fields. 


MorTon BODFISH 
Chicago, Ill. 
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Land Economics in Transition 


a the land economist The Journal of 
Land & Public Utility Economics is a 
most significant publication and it is indeed 
gratifying that the University of Wisconsin, 
which has contributed so much to the litera- 
ture and thinking in land economics, should 
assume the responsibility for continuing its 
publication. Under the leadership of Pro- 
fessors Ely, Hibbard, Wehrwein and others, 
research and teaching in land economics 
have been carried on at Wisconsin for many 
years. 

Originally sponsored by the Institute for 
Research in Land Economics and Public 
Utilities, the Journal has presented not only 
the results of the work of the Institute, but 
also the writings of others. In January, 1925, 
the first issue appeared and since that time 
the editorial policy has recognized the social 
importance of economic research and of 
disseminating the results of research. In the 
first issue Professor Ely writes that “The 
Institute . . . may not always agree with 
the opinions and conclusions of some of its 
contributors, but one believes that the best 
solution to any problem comes from a full 
and free discussion of the merits of both 
sides of the question.” In times like these 
when “full and free discussion” of social 
and economic questions is curtailed or pro- 
hibited throughout much of the world, it 
is doubly important that the policy ex- 
pressed in the first issue be maintained. In 
the spirit in which the Journal was con- 
ceived, it has continued as a significant force 
in bringing research findings and points of 
view in the field of land economics to its 
readers. There is need for such a journal 
to keep up with evolutionary developments 
in the field. For the field is changing, as 
is evident from a review of the transition 
from its early conception to problems 
around which current interest centers. 

As with the development of any field of 
work, the foundations for the research meth- 
ods and the ideologies of land economics 
are rooted far in the past. The German 
historical economists, under whom Ely and 


some of his associates studied, have had a 
profound influence. Following the approach 
of the historical school, land economists 
have devoted major attention to descriptive 
and problem analysis work. Those in gov- 
ernment and those in state and other insti- 
tutions have busied themselves largely with 
current and pressing problems growing out 
of the use of land. Land economics is a 
field of study rather than a body of theory, 
or, better still, it is a group of related sub- 
jects of study. However, the land econom- 
ists have carefully scrutinized their work, 
particularly within recent years, for the pur- 
pose of strengthening its theoretical back- 
ground as indicated in such papers as “The 
Content of Land Economics and Research 
Methods Adapted to its Needs” by Leonard 
A. Salter, presented before the American 
Farm Economics Association in 1941. 
During recent years, land economists have 
devoted a major part of their efforts to the 
study of land problems and to the devel- 
opment of policies and programs for dealing 
with them. Because of relatively free and 
socially undirected occupancy and use of 
land resources, widespread maladjustments 
developed as indicated by the millions of 
acres of tax-delinquent land, unstable land 
values and frequent foreclosures, overbur- 
dened local government organizations, and 
insecurity of land tenure. To meet these 
problems much attention has been given to 
land inventories, rural zoning, management 
and development of public land, farm ten- 
ancy, land value surveys, relationship of 
land use to local government, and to the 
development and analysis of conservation 
programs. In dealing with these situations, 
the land economist must be something 
more than a discoverer of fundamental re- 
lationships. He must be an artist in plan- 
ning the proper utilization of resources and 
he must be a statesman for bringing plans 
to fruition. In the words of Frank A. Fetter, 
“My own conviction has long been that the 
land question far transcends any restricted 
field of economics and that it is fundamen- 
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tal to national survival and national wel- 
fare. It is truly a problem calling for 
statesmanship of the broadest type.” 

The essence of the job of the land econo- 
mist is to analyze problems and to amelio- 
rate conditions growing out of conflicts of 
interest in the use, occupancy and manage- 
ment of land. The job is contiually shifting 
as the social problems and phenomena with 
which it deals change in emphasis or in 
kind. Particular consideration must always 
be given to orienting research in the light 
of social processes and techniques of accom- 
plishing certain objectives. Faced with the 
present challenge of war, research in land 
economics must be directed toward new 
problems and new relationships, the knowl- 
edge of which is essential to the implemen- 
tation of agricultural production needed for 
war and the prevention of unnecessary land- 
use maladjustments. 

Today land economists, along with other 
scientific groups, are reorienting their work 
to the needs of war and to service in the 
crucial post-war period. Lines of work in 
the Division of Land Economics and in the 
experiment stations are being dropped, 
suspended, or reoriented to problems grow- 
ing directly out of war. The depression 
problems of new settlement, resettlement, 
submarginal land retirement, rural zoning, 
soil conservation, local government finance 
and reorganization have lost their urgency 
for the duration, except insofar as they are 
significant in retaining present gains and 
avoiding unnecessary maladjustments. These 
problems have not been solved or mitigated 
nor have they disappeared. Some of them 
will probably be accentuated in many parts 
of the country as a result of war dislocation 
and pressures. But these problems are now 
transcended by far greater problems of more 
immediate urgency to the Nation. ‘“Con- 
version” of the land economist’s facilities 
and faculties to meet these war-time prob- 
lems is essential. 

Agriculture has the exceedingly impor- 
tant task of producing the necessary foods 
and fibres to carry on the war effort. It has 
been difficult to realize that there can be 
food and fibre shortages. If American agri- 
culture is to furnish those products needed 
by ourselves and our allies, it is necessary to 
marshall all our productive capacities to 
prevent serious shortages. Production goals 


have been established for the Nation, its 
regions, states, and even counties. How to 
translate paper goals into beef, milk, cheese, 
vegetables, fats and other commodities is 
the basic problem confronting agricultural 
economists today. 

Agricultural production is affected by 
habit, custom, tradition, and other institu- 
tional arrangements as well as by price and 
market reactions. These institutional factors 
are of strategic importance in conditioning 
land use and occupancy. They are the 
“modus operandi.” For the land economist 
working with land tenure, land use controls 
and land ownership, it is readily apparent 
that obstacles to production beyond the 
reach of price economics alone do exist and 
these must be overcome if the goals which 
have been set are actually to be achieved 
most expeditiously. In securing agricultural 
production increases, consideration must be 
given to the effect such factors as tenancy 
contracts, insecurity of occupancy, lack or 
insufficiency of production credit, and spec- 
ulative land manipulations have on agri- 
cultural production; also to the impact of 
state and federal land and agricultural pro- 
grams on production and to the place of 
such programs in preventing unnecessary 
postwar maladjustments. Studies of specific 
situations need to be made to determine the 
extent to which the institutional forces and 
similar factors affect production. These must 
consider not only the immediate problems 
but also the repercussions that present con- 
ditions and trends may have in the future. 

One of the critical war needs is for addi- 
tional production of livestock and dairy 

roducts. Expansion of such enterprises is 
definitely limited by tenure obstacles. Fed- 
eral, state, and county public land policies 
may also be limiting factors in those areas 
in which public land makes up a substantial 
part of the productive resources. In such 
areas group-tenure devices are of aid in 
reaching the livestock goals and in main- 
taining insofar as possible, the desirable 
land use adjustments that have been 
achieved. Another “war job” for the land 
economist is to devise ways and means to 
prevent speculative land booms or excessive 
increases in land values which might in- 
crease ownership transfers to the point that 
they would hamper seriously the attainment 
of the actual production needed. Insofar 
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as possible, agriculture must be prevented 
from translating favorable farm prices into 
anything but a greater production of needed 
farm products. Agriculture must not make 
the mistake made by business in 1929 in 
shifting production profits to fictitious 
paper gains. By applying the knowledge, 
techniques and skills which he has acquired, 
the land economist can do much in help- 
ing to determine production goals and to 
achieve needed agricultural production 
through the removal or modification of 
various institutional obstacles to produc- 
tion. 

Furthermore, a sharp break between war 
and post-war activities will very likely not 
be recognized, but rather the approach to 
most of the war and post-war problems will 
move forward on a common front. Many 
of the long-time desirable adjustments in 
agriculture and land use are in harmony 
with war needs. Examples of such are: great- 
er stability of tenure, increased production 
of livestock products—particularly in the 
South—and improved public land manage- 
ment. Certain phases of the post-war plan- 
ning program are entities in themselves, 
however, and represent a real challenge to 
the land economist. Following this war, 
there will be a tremendous job in readjust- 
ing our economy to a peace-time basis. Fun- 
damental and far-reaching changes will 
occur both in agriculture and in industry. 
Demands will be expressed for veterans’ set- 
tlement projects, additional land reclama- 
tion, protection of war-stimulated agricul- 
tural activities from demobilization or cur- 
tailment, and for many other such projects. 
All these must carefully thought out and 
planned if disastrous post-war conditions 
are to be avoided. The reabsorption of 
munition workers and military personnel 
into industry and the readjustment of agri- 


culture to a peace-time basis will call for 
careful, detailed planning. Here the land 
economist has a real responsibility and can 
make a valuable contribution. Steps should 
be taken now for an orderly transition from 
all-out war to permanent peace. 

In all land economics work it is impor- 
tant to bear in mind that adjustments to 
be made at the conclusion of this war must 
not and cannot be made solely in terms 
of the welfare of the American people. Agri- 
cultural programs and agricultural plan- 
ning, to a large extent, must be carried on 
in the framework of totally different world 
conditions after this war. In such programs 
and in such post-war planning, the land 
economist has a formidable task. 

In citing some of the “jobs to be done” 
it is not meant to imply that the land econ- 
omist should consider only the agricultural 
production programs, but it is believed that 
he can make other definite contributions 
both toward winning the war and toward 
readjusting our economy on a sound peace- 
time basis. Despite his war and post-war 
tasks, however, the land economist should 
not totally abandon the ordinary programs 
of research. Much of the peace-time re- 
search programs can be carried on in a re- 
oriented setting of a war economy. Though 
they may have to be curtailed heavily, it is 
vital that they continue, at least at a “main- 
tenance” pace. Research activities upon 
which can be builded an accepted body of 
land economics principles will always be 
necessary. A trained and experienced per- 
sonnel and a firm back-log of sound re- 
search will be needed to meet the war and 
post-war problems. 


V. WEBSTER JOHNSON 


Bureau of Agricultural Economics 
U. S. Department of Agriculture 


Progress in Arkansas Land Policy 


Te Arkansas Land Policy Act of 1939, 
and the circumstances calling for its en- 
actment, have already been reported in this 
Journal. Briefly recapitulating, this statute 
provided that state-owned lands, including 
those forfeited to the State on account of 
non-payment of taxes, should be classified 
and appraised as to their value, use capa- 


bilities and most appropriate future use, 
prior to disposition; that disposition of 
State land be in accordance with this clas- 
sification; that mineral rights be reserved to 
the State; that homesteading be more ra- 
tionally guided and controlled; that no 
sales should be made at less than appraised 
value; that unimproved land potentially 
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suited for agricultural use be developed for 
settlement projects if appropriate financial 
arrangements could be made; and that land 
primarily unsuited for farm use should be 
retained in public ownership for forests, 
parks, game refuges, etc. The Land Use 
Committee of the State Planning Board 
was vested with major responsibility for 
seeing that these policies were carried out, 
in cooperation with the State Land Com- 
missioner to whom traditionally belongs 
the function of administering the public 
land laws of Arkansas.1 

Since the Act has now been on the statute 
books over two years, it may be well to 
bring the readers of this Journal up to date 
on the progress being made to carry out its 
provisions. 

The first year and a half of the Act’s life 
may be characterized as mainly a period of 
administrative introspection. During this 
period, those interested in the Act studied 
its possibilities and explored methods need- 
ed to implement its objectives. Consider- 
able consideration was given to devising 
proper lease, application, homestead and 
sales forms, as well as to clarifying and de- 
veloping relationships between the Land 
Commissioner’s Office and the Land Use 
Committee, a subject on which the Act was 
not altogether clear. While this period was 
not one of inactivity, it was, nevertheless, 
more a time of stock-taking and prepara- 
tion that of vigorous administration. 

Those responsible for the original legis- 
lation never fancied that the job had been 
accomplished merely by a statutory declara- 
tion of faith. Between the 1939 and 1941 
sessions of the Arkansas Legislature it be- 


came increasingly apparent that the origi- : 


nal Act needed to be supplemented by sec- 
ondary legislation to round out and make 
effective its outline of main policies. Friends 
of the Act therefore went to the 1941 Leg- 
islature with certain proposals, which the 
Legislature favorably received. These pro- 
posals included: (a) an appropriation suf- 
ficient to employ a five-man staff to service 
the Land Use Committee and the State 
Land Commissioner in carrying out their 
primary mandate of classifying and apprais- 
ing state land prior to making decisions as 
to its disposal; (b) a law to clarify the 
State’s tital to tax-forfeited land, so as to 


"10. J. Hall, “Policy for Use of State-Owned Land 
in Arkansas,” November, 1940. 


strengthen the State’s position in actually 
managing or disposing of its holdings; and 
(c) a procedure for handling mineral rights 
retained by the State under the 1939 Act. 

With the enactment of these laws, and 
the reorganization of the Land Use Com- 
mittee, Arkansas was well prepared to begin 
making the 1939 policies an actuality; and 
the record since the adjournment of the 
Legislature last spring gives evidence that 
the State is, in fact, moving ahead in actual 
administration. Arkansas thus now bids 
well, both in theory and in practice, to 
prove a fruitful experiment ground in pro- 
gressive and rational management of the 
“new public domain” of tax-reverted lands. 

What are some of the things that have 
been done since the adjournment of the 
1941 Legislature? 

First of all, the Land Use Committee, 
after thorough deliberation, has formulated 
administrative procedures, regulations and 
policies deemed desirable to effectuate the 
statute. These have been published in a 
concise and readable pamphlet entitled 
Arkansas Tax-Forfeited Land: Manual of 
Policies and Procedures.? The decisions re- 
flected in the text of this manual, and its 
dissemination as a public document 
throughout the State, are in themselves im- 
portant tokens in a State widely regarded 
as “backward” in the realm of scientific 
public administration. Secondly, the Com- 
mittee has hired a corps of helpers (a 
“chief appraiser” and four field “apprais- 
ers”), for whose benefit it organized and 
conducted a short course in September, 
1941—the purpose of which was to instruct 
them in land classification techniques and 
acquaint them with the objectives, princi- 
ples and procedures of State land policy ad- 
ministration. Thirdly, the Committee has 
given attention to refining its lease forms, 
contract forms, donation application forms, 
etc. Fourthly, the Committee has consistent- 
ly taken measures to integrate its own pro- 
gram with the programs of Federal and 
other public agencies having one or more 
similar objectives, as well as to enlist full 
technical assistance and cooperation from 
appropriate Federal agencies in doing a 
scientific job of land administration. Final- 
ly, it has actively begun classifying State 
tax-forfeited lands and making arrange- 


?Land Use Committee of the State Planning 
Board, Little Rock, August, 1941. 
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ments for their appropriate disposition. 

As listed in its Manual, the Committee 
has stated its intention of applying a num- 
ber of principles which will, no doubt, be 
applauded by the land use planning fra- 
ternity. Among these, all of which are of 
course within the general framework of the 
1939 Act, may be listed the following: 

1. Particular weight will be attached to 
the recommendations of County Land Use 
Planning Committees and local technicians 
in making land classifications. 

2. The policy will be to encourage farm- 
ing in owner-operated, family-sized units. 
Preference will be given to bona fide farm 
families who intend to use the land for 
residential farming purposes and to neigh- 
boring farmers in need of additional lands 
to fill out a family-sized farm. 

3. Efforts will be made to encourage di- 
versified farming, farm forestry and similar 
practices where called for. 

4. Financial assistance from the Farm 
Security Administration and other Federal 
agencies will be enlisted in developing and 
improving potential agricultural land 
which, under its present condition, is not 
suitable for farming uses. 

5. Homesteaders must comply with the 
program of the Soil Conservation District. 

6. Every effort will be made to secure 
necessary financial assistance for low-in- 
come families setted on state lands; and to 
provide them with needed technical assis- 
tance and supervision so as to enhance their 
chances of getting successfully established. 
In return, homesteaders may not alienate 
their holdings for at least two years after 
title passes (four years after entering pos- 
session) . 

7. No land will be disposed of for farm- 
ing purposes, regardless of its innate adapt- 
bility, unless it is so located as not to entail 
uneconomical public expenditures for road 
and school purposes.’ 

8. Land located within the boundaries of 
federal forest purchase units, if suitable for 
forestry purposes, will be offered to the Fed- 
eral Forest Service. 

g. Timber will be sold from state land 


*In addition to land withheld from sale for agri- 
culture for this reason, there is also the withholding 
of all land deemed to be submarginal for farming. 
This is implied in the provision for classification 
of tax-forfeited land previous to disposal. See “Policy 
for Use of State Owned Land in Arkansas,” op. cit. 


only under suitable conservational restric- 
tions. } 

The vitality of current Arkansas land 
policy administration is illustrated by a 
recent editorial in the Arkansas Gazette, 
commenting on a decision of the Land Use 
Committee, after lively debate, to withhold 
from homesteading all state land in the 
“Crowley‘s Ridge” area (a large, sparsely- 
settled region of generally submarginal 
land) : 

“A new conception, new in application in Arkan- 
sas, of the state’s duty to itself and to its people 
was brought to public attention by the action of 
the state Land Use Committee in refusing to open 
certain state-owned Crowley’s Ridge lands to gen- 
eral homesteading. 

“The pioneer conception was that a homesteader 
had a right to make a farm and a home for him- 
self wherever he could obtain the necessary land. 
In an earlier day it might have been held that this 
right to settle anywhere was as natural and funda- 
mental as anything in the Bill of Rights. And it 
still may be asked: Why shouldn’t a ‘man be al- 
lowed to homestead where he pleases?’ 

“The answer is to be found in the state’s obliga- 
tion to its people as individuals and its obligation 
to protect the pubic interest. The state has an ob- 
ligation to provide educational opportunity for ev- 
ery Arkansas child. We have even made school at- 
tendance compulsory for designated ages. But if 
a family or group of families settles on public lands 
remote from schools, the cost of providing school 
facilities for their children may be unreasonably 
high. Yet it would be unjust to the children, as 
well as against the public interest, to let them grow 
up illiterate. The most practical solution for that 
problem is obviously to keep homesteaders from 
scattering themselves in remote places when less 
remote public lands are available. The question of 
building and maintaining access roads may also 
be involved. Another consideration, brought out by 
Engineer-Director L. A. Henry of the State Plan- 
ning Board, is the problem of conserving Arkansas’ 
soil and water resources. The federal Soil Conserva- 
tion Service has spent millions of dollars in the state 
making surveys and promoting programs to pre- 
vent erosion. Indiscriminate clearing and cultivat- 
ing of hill lands might start erosion all over again 
in areas where it is being checked. 

“The Land Use Committee will consider applica- 
tions in special cases in the Crowley’s Ridge area, 
but its general purpose is to prevent homesteaders— 
or save homesteaders—from marooning themselves 
in places where essential public services for their 
families would cost too much, and where cultivation 
of the land would be a ‘loss instead of a gain to 
the productive resources of the State.’ ’”* 


~ 4 December 21, 1941. The Gazette is Arkansas’ 
leading newspaper. 
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The War and its effects have created 
new and altered old problems in Arkansas 
land administration; and it is thus in point 
to underscore the freshness and adaptabili- 
ty with which the Land Use Committee ap- 
proaches its serious-minded work. 

Finally, it is worth emphasizing that Ar- 
kansas is in a real sense pioneering in state- 
federal cooperation—securing help of fed- 
eral technicians in analyzing the problem 
and in drafting legislation and other need- 
ed documents to solve it; enlisting federal 
assistance in land classification and other 
administrative activities; working out ar- 
rangements for federal management of suit- 
able tracts of state land; and, quite impor- 
tantly, deliberately giving local representa- 
tives of a number of federal agencies a 


prominent place on the membership of the 
top control organ, the Land Use Commit- 
tee. What is novel is not that there has been 
cooperation, but that its circumstances and 
character exhibit unusual aspects. For the 
cooperation has been outside the usual set- 
ting typified by conditional Federal grants- 
in-aid, or the local adoption of a Federally- 
sponsored standard act, or the local enact- 
ment of enabling legislation necessary to 
the operation of a federal program. On the 
contrary, the initiative has come from the 
State rather than from Washington, and 
the formulation of the conditions of coop- 
eration has been local rather than federal. 


WILLIAM J. COLEMAN 
U. S. Bureau of Agricultural Economics 


Watershed Management Requires Economic Studies 


(This article expresses solely the personal views of 
the author.) 


yi ones quantitative analysis of the eco- 
nomic and social benefits from expen- 
ditures on mountain watersheds is one of 
the most complex phases of the watershed 
management problem. The popular as- 
sumption has been that expenditures would 
be justified in most cases by the alleviation 
of erosion, the prevention of floods, and the 
production of water in more usable form 
and at a lower cost to the consumer. In 
addition, social benefits and monetary re- 
turns are increased in many cases by recrea- 
tional use, forest products, and sundry 
emoluments. Of necessity, opportunism and 
an objective consideration of these elements 
have been, for the most part, the basis for 
the formulation of policies, drafting of leg- 
islation and appropriation of moneys. Are 
the difficulties of analyzing the many rami- 
fications of the problem too great within 
the scope of present knowledge to prepare 
an economic balance sheet? Are we invest- 
ing too much or should we invest more? 
Under what circumstances are we justified 
in incurring indebtedness for this purpose? 
To what extent are public agencies justified 
in “taxing” the immediate beneficiaries to 
amortize such indebtedness? 

Upstream watershed management con- 
sists largely in protecting and developing 
the vegetative cover and instituting engi- 


neering works which, taken together, help 
regulate streamflow, curtail erosion, and 
make possible an increase in usable and 
low-cost water supplied to consumers at a 
time when it is most needed. The manipu- 
lation of forest-cover in order to reduce 
transpiration losses without at the same 
time accelerating destructive or undesirable 
run-off and erosion is at present a subject 
of widespread study and experimentation. 
The physical results, under varying condi- 
tions as they are supplied, require economic 
interpretation to make them socially sig- 
nificant. Likewise, the silting of reservoirs 
is a feature of much study and cost deter- 
mination. The life of such structures varies 
directly with the condition of the cover of 
the drainage areas as well as other factors 
and may affect the expenditures for the con- 
servation of such watershed cover. 
Complex, indeed, are the factors in- 
volved in watershed management. Purposes 
alone seem reasonably well-defined even 
though multiple in character, interrelated, 
and evidencing variations between water- 
sheds. The preventation or at least amelio- 
ration of floods and erosion, the delivery of 
maximum quantities of usable water where 
the need exists, the production and use of 
timber and forage, these and other objec- 
tives of management require a mass of fact- 
ual information which must be analyzed, 
sifted, and integrated in the light of mone- 
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tary costs and returns and of social well- 
being. 

If it were true that restoring the forest 
cover on watersheds would invariably pre- 
vent erosion and floods the problem would 
be much simplified. However, geologic for- 
mations, soil structure, gradient and slope 
characteristics, area and elevation on the 
one hand, and the frequency, duration and 
intensity of storms, and other climatic fac- 
tors on the other, seem also to be of much 
importance. It would appear difficult to at- 
tribute the cause of a flood only to partial 
or total lack of vegetative cover although it 
might be definitely ascertained in many in- 
stances that it was the most important con- 
tributing factor involved. The expenditure 
of money for remedial measures, therefore, 
presupposes detailed consideration not only 
of all the above physical and climatic fac- 
tors but of the economic ones as well. 

The economic aspects of the manage- 
ment of our waned have not as yet 
been fully defined. For example, the value 
of property destroyed by floods may be ap- 
praised and the figure thus obtained may 
be pro-rated over the entire watershed area 
or perhaps only over the “sore spots” ex- 
isting on the watershed. It may be assumed, 
in consequence, that the acreage figure thus 
arrived at serves as a reliable guide for the 
expenditure of funds per acre on such 
watersheds or on the “sore spots.” This 
principle may require close scrutiny for two 
reasons: first, the flood may not have been 
caused primarily by the “sore spots,” that 
is, the flood might have occurred even if no 
“sore spots” existed and the entire water- 
shed was well vegetated (although to the 
extent that the flood would have been 
ameliorated by a well-vegetated watershed, 
a logical argument exists for this principle) . 
Second, the criterion should be the value of 
property likely to be destroyed in the fu- 
ture. A consideration of this aspect of the 
problem must, of course, be guided by past 
experience relative to frequency and sever- 
ity of floods. Such a study may disclose the 
necessity for preventing reconstruction and 
replacement of property values on or adja- 
cent to flood areas, or possibly even aban- 
donment of areas now settled. Those indi- 
viduals who re-establish themselves on areas 
damaged or destroyed by floods contrary to 
best scientific evidence against such pro- 
cedure perhaps should assume the risk in- 
volved. 


Profound economic problems are pre- 
sented not only in determining how much 
money should be expended on the water- 
sheds but also and contemporaneously, 
whose money it should be. Usable water 
may have localized sources, but its con- 
sumption is not always localized. The water 
from Colorado watersheds is used not only 
in Colorado but in other states as well, 
while water from California watersheds is 
mostly used within the state. The extent to 
which products enter into interstate com- 
merce may have a bearing on this problem. 
Perhaps, in some areas where watersheds 
are of greatest significance from the view- 
point of local agriculture, an unjustifiable 
measure of subsidy may exist, the correc- 
tion of which might require greater state 
and local contributions. The land-use pat- 
tern in irrigated areas has developed in 
relation to the profits involved, and since 
water is an important item affecting profits, 
it follows that the expenditure of federal 
funds in varying degrees for water conser- 
vation presents a difficult problem of bal- 
ancing land use between irrigated areas and 
those not requiring irrigation. Perhaps 
some irrigated areas would cease to exist if 
operators were required to contribute more 
directly to the cost of managing the water- 
sheds upon which they are dependent. 

To answer these and other questions 
that might be propounded requires authen- 
ticated facts based on research. Physical 
facts are undoubtedly being obtained as 
rapidly as conditions of the problem and 
finances permit. Economic and social fac- 
tors should also receive consideration. The 
conservation economist should be able to 
render valuable assistance by working with 
the engineer, the meteorologist, the geolo- 
gist, the soil specialist, and the agricultural - 
expert. A start is now being made to recog- 
nize the importance of the economic and 
social aspects and to include such studies 
in the broad field of watershed studies. It 
is to be hoped that the conservation econo- 
mist will be able to undertake investiga- 
tions of this kind to a much greater extent 
in the future and thereby to contribute 
more substantially to solution of the many 
perplexing economic questions of water- 
shed management. 

ALF Z. NELSON 
Associate Forest Economist 
U. S. Forest Service 
Washington, D. C. 
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Transition in the Northern Lake States 


OR some twenty-five years, persons repre- 
Poser a wide range of physical and 
social sciences have been studying and con- 
tributing to the solution of the problems 
of the northern Lake States region. From 
the results of this work, one might draw 
a long list of various specific factors which 
have entered into making the region one of 
the nation’s outstanding problem areas. 

What may not have been emphasized 
enough in the work of the past is the rapid- 
ity with which changes in the land economy 
of the region have occurred. This factor is 
pervasive rather than specfic, yet it is one 
that social scientists must not underesti- 
mate if they take seriously their own con- 
cept of institutional lags. 

An institutional lag occurs when people 
retain habits and customs even after there 
has been a change in the underlying condi- 
tions which originally gave rise to the estab- 
lished ways of doing and looking at things. 
Institutional lags are omnipresent, for men’s 
relations to things, and the latter change 
first and more rapidly than the former. 
This point need not be labored here, but 
we should note that all lags are not of equal 
impact nor of equal duration and that they 
frequently overrun one another. Some- 
times the primary shift evolves slowly; and 
sometimes the human relations are altered 
smoothly and in good time. 

In the northern Lake States region, in- 
stitutional lags are of particular importance 
because of the unusual nature of the changes 
in the primary conditions that have been 
experienced in the area. The changes have 
come speedily, and they have struck at the 
very heart of the region’s whole economy. 
Relatively, at least, they have been abrupt 
and drastic. The area has been visited with 
sharp alterations, not in some isolated fac- 
tors several steps removed from the liveli- 
hood of the people, but alterations that 
carried immediate and widespread reper- 
cussions. All this is so because the basic 
changes in the cut-over have been in the 
nature of revolutionary reappraisals of the 
total resources of the region.So far, we have 
recognized two such reappraisals in less 
than three decades. And this paper sug- 
gests that a third reappraisal may be in 
the making. 


The history of the region has been told 
many times, so it is not necessary to recount 
it here. But attention may be called to the 
broad strokes in order to indicate the nature 
of the reappraisals emphasized in the fore- 
going. 

For forty years, the region was the high- 
est lumber-producing area of the nation. 
One-fourth to one-third of the country’s 
lumber supply from 1870 to 1910 was taken 
out of upper Michigan, Wisconsin and 
Minnesota. The “saw log dynasty” was not 
a part of the region’s economy during those 
decades; it was the regional economy. And 
- it just stopped. Paul Bunyan strode 
off. 

We have had little detailed analysis of 
just exactly what happened when the great 
shut-down came, but undoubtedly a dizzy- 
spell of institutional adjustment ensued. At 
any rate, after a few years, the force of the 
area and of the states of which it was a 
part was turned to utilize the soil from 
which the trees had been harvested. Engi- 
neers, agriculturists, economists, real estate 
promoters and local residents all put them- 
selves to the central task of raising up a new 
economy based on farming. No one can 
now say, given the conditions of the period, 
that they were wrong. The prevailing con- 
ditions justified the general nature of the 
activity, and so research studies were con- 
ducted with the purpose of reducing specific 
difficulties or hardships encountered in the 
process of farm empire building. 

Whereas the “saw-log dynasty” reached, 
in terms of its own time, a glowing peak of 
achievement, the “second dairy empire” 
never came so close to reality. Farm markets, 
farm prices, and some of the soils gave out 
more quickly than the forests had. Never- 
theless, the movement in the direction of 
a full farming economy was maintained for 
a sufficient duration to carry over long after 
the shift in basic conditions had taken 
place. 

The next evaluation of the region’s re- 
sources was not arrived at so easily as the 
previous one. In the first instance, the soil 
that had been bared by lumbering offered 
a visible and obvious suggestion as to what 
the next base of the economy might be. 
But in the second instance, the soil too was 
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at a discount, and the trees were still gone. 
The evaluation finally was that the economy 
must be based on a thrifty utilization pro- 
gram for both resources: to improve farm- 
ing to the extent that prevailing conditions 
seemed to warrant, and to undertake the 
hard job of reestablishing private and estab- 
lishing public forestry. 

The economy that was envisioned was a 
farm and forest economy. This two-legged 
economy meant considerably more than a 
mere amalgamation of the two types of 
activities which the region had previously 
sought to stand on, one after the other. For 
while trees and soil were still looked to as 
the major sources of livelihood, a new set 
of institutions was required, entirely differ- 
ent from those designed for the “saw-log 
dynasty” and the “second dairy empire” 
eras. The famous work in the region involv- 
ing zoning, land purchase and exchange, 
forestry aids, resettlement, public works and 
tax revision programs indicates that new 
institutions had to be forged and old ones 
overcome. 

Before going into the question as to 
whether the northern Lake States region is 
facing a new transition, we might note addi- 
tional implications of the institutional lag 
concept for scientists. In the first place, 
since the scientist is himself conditioned 
by the environment in which his problem 
exists, he must be cautious lest his work 
itself be subject to the lag. Secondly, the 
type of contribution which the social analyst 
can make is largely determined by the tim- 
ing of his work and the development of 
the lag. The question is whether the scien- 
tist can see the movement of the underlying 
conditions before they begin to chafe against 
the superstructure of local human institu- 
tions—or whether he sees the problem only 
after the lag is considerably advanced. In 
either case, the scientist’s assistance may be 
great; but in the former instance he can 
practice preventive medicine and in the 
latter his work is essentially corrective. And 
in so far as his sights are set upon corrective 
planning, he may court the risk of missing 
oncoming new trends and tendencies. 

The conditions that constituted the un- 
derpinning of the “second dairy empire” 
era in the upper Lake States were com- 
pletely reversed by 1921 or 1922. Yet the 
analyses of the region’s problems did not 


begin to reflect the wide nature of the 
transition until the irritation of the chang- 
ing primary conditions against local insti- 
tutions was already severe enough to have 
raised the canker of tax delinquency. And 
it was not until still later years that pro- 
posed solutions really embodied the con- 
ception of a new future regional economy. 

In view of these general characteristics of 
institutional lags, one may be allowed the 
privilege of stressing new primary changes 
even at the risk of unwarranted emphasis. 
At least, the emphasis may be allowed if it 
aims at putting investigators and planners 
on guard and as long as it is not interpreted 
as pressing a conclusion instead of sugges- 
ing a beginning hypothesis. It is in this 
setting that one might raise the question 
whether certain recent changes in the north- 
ern Lake States do not hint at a new tran- 
sition in the region’s economy; and, if so, 
whether it may not be important to con- 
sider a new tack in research and planning 
for the area. 

A recent publication by Professors An- 
drews and Bromley! presents the result of 
a study of changes in the northern Lake 
States region, based on certain comparisons 
in four northern Michigan counties for the 
years 1924 and 1939. This report has sig- 
nificance not just because it includes some 
impressive indications of changing condi- 
tions, but perhaps even more because it 
may be used to mark a turning point in the 
orientation of investigations and programs 
in the region. 

The reader of the Andrews-Bromley re- 
port will feel a certain unbalance between 
the underlying research and the tenor of 
the written report. He will feel that the 
large bulk of time, effort, and money that 
went into the study was spent on the careful 
collection and organization of data which, 
in the final analysis, contribute least to the 
importance of the work. On the other hand, 
those phases of the report which presage 
the need for courageously new program- 
ming seem to have been the poor relations 
in the project organization. A probable 
explanation of this lack of balance would 
seem to be that the study of changes in 
the area was conceived and set in motion 





1H. J. Andrews and W. S. Bromley, Trends in 
Land Use in Northern Michigan, Charles Lathrop 
Pack Forestry Foundation, Washington: 1941. 
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under a given prevailing appraisal of the 
regional economy; whereas it appears that 
the changes taking place prove to be of such 
a type as to require a revision of that very 
appraisal. The result is what may be termed 
(borrowing from the geologists and from 
W. P. Webb), a “research fault.” The strata 
of data collection, analysis, conclusions and 
recommendations although formed in a 
fairly orderly pattern are still beset with 
noticeable misalignment. 

If persons interested in the northern Lake 
States region and in land economics research 
in general see this import of the Michigan 
study, they will not take the foregoing com- 
ments as an unfavorable appraisal of the 
study. Rather they will be happy that An- 
drews and Bromley did not rest content 
with the planimetering of land classification 
maps but took a few new steps in observa- 
tions which hint that the oncoming prob- 
lems require the development of new social 
planning tactics. 

In the concept that has prevailed for 15 
years among those who have given thought 
to it, the future northern Lake States econ- 
omy has been seen as one based, for the 
most part, on agriculture and forestry. The 
problems were: (1) to get, and keep, farms 
on soils worth farming and in areas with 
low government service costs; (2) to en- 
courage private forest improvement and to 
enlarge public forestry enterprises; and (3) 
to encourage recreation enterprise in the 
special water-front locations where it might 
develop. 

In this view, an important question is 
whether there is more or less farming and 
whether the change is taking place on good 
or poor soils. To look into this question, 
Andrews and Bromley cross-checked “land 
use classifications” of 1924 and 1939 and 
soils maps in detail, recognizing “farm,” 
“forest” and “abandoned” land uses.? -If 

these are the major land uses of an area, 
they can be measured on aerial photo- 
graphs. The results of this check would 
indicate that not much has happened. In 
an area of one and a quarter million acres, 
less than 40,000 acres changed in any direc- 
tion. About 20,000 new acres went into 
farms and a somewhat smaller area was 


2A fourth class, “other,” includes “lakes and 
villages, etc.” 


taken out of farms. On the whole, there 
have been “no outstanding or revolutionary 
changes . . . in the broad land use pattern.” 

However, whereas these carefully calcu- 
lated acreage figures show only a net change 
of one per cent in the acreage of “farm” 
land, a few simple figures from other sources 
suggest a different story. For in the same 
area, in fifteen years, the number of occu- 
pied residences has increased over eight per 
cent; and all of this increase occurred in 
areas classed as a “wild-land zone.” In terms 
of population, “the rural population has in- 
creased 29 per cent in the last 10 years.” 

“Since the net increase in farm area ob- 
served was only 3,205 acres, it is obvious 
that farming could have provided a liveli- 
hood for only a small proportion of the 
5,043 new rural residents,” many of whom 
“do no farming and frequently do not main- 
tain a garden.” Among them are those 
whose arrival is a part of the decentraliza- 
tion of local industrial centers; those who 
are new workers in the local recreational 
industry; and those who have come in as 
a result of unemployement in cities, and “‘a 
large proportion of these workers were for- 
mer residents of the territory or had other 
local ties.” , 

Since non-farming and non-forestry ele- 
ments appear to be the most important fac- 
tors of change, one wonders whether there 
is need for reappraising our basic concepts 
of problems and programs in the region, 
in view of the fact that our thinking has 
been so largely premised on an agriculture- 
forestry evaluation of the economy. To what 
extent, for example, should we continue to 
think of the settlement problem in terms 
of soil quality? Andrews and Bromley hold 
to this interpretation of the settlement 
problem. They believe that the “forest- 
farm-abandonment cycle” would be miti- 
gated “if those looking for potential farm 
land knew which soil types were likely to 
be most productive, where they are located, 
and how they might best be developed.” 
They deplore the fact that even though “in- 
formation of this type has been available 
for many years,” settlement has continued 
on poor land and in wild-land zones for 
the last 15 years. But, if as has been shown, 
the newcomers are not looking for potential 
farm land, how can a proposal have any 
meaning if it is predicated on the assump- 
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tion that the settlement problem is a soil 
quality problem? 

In the “second dairy empire” era, it was 
perfectly reasonable to assume that settlers 
in wild-land zones on poor soil were “‘stuck.” 
Today, the same phenomenon may only 
mean that the settler got what he wanted. 
This is not to suggest that any settlement 
is socially justifiable and therefore should 
go unregulated. Rather it suggests that the 
criteria of justified and unjustified settle- 
ment may need to be redefined, and the 
objectives of regulatory programs may need 
to be recast. Certainly, if the major settle- 
ment changes of the past 15 years indicate 
that a chief function of the region is to 
serve as a place of residence, refuge, or 
retirement for a non-farming population, it 
must be insufficient to construct a program 
by considering these phenomena as merely 
unstable influences and by omitting them 
from the “basis for anticipating and guid- 
ing future developments along lines that 
past experience indicates to be sound in the 
light of the physical, economic, and social 
factors involved.” 

The second leg of the regional economy 
that has been projected heretofore has been 
forestry. In the view that has prevailed, the 
important problems have been to improve 
the forest stock and to expand public forest 
management. To look into these questions, 
Andrews and Bromley compared forest areas 
by size classes for the years 1924 and 1939 
and checked ownership plats in the wild- 
land sections. 

It appears that a smaller area is now 
covered by trees of less than 3 inches in 
diameter; that a much larger area than 
formerly is in the 3-9 inch classes; and that 
there is no increase in the area of forests 
with trees of over g inches. There has been 
an increase of from 13 to 56% in the pro- 
portion of forested lands held by the public 
in the 15 year period 1924-1939,“ but the 
peak of movement of land into public own- 
ership has been reached, if not passed.” 

Much more interesting than these results, 
however, is a bit of information, obtained 
in a very informal way, concerning the 
intent of ownership on the part of private 
holders of wild-lands. This little check-up 
shows that “only 3.5 percent of the wild 
lands seem to be held for timber and fuel- 
wood production, and this includes areas 


where the timber will be cut in the next 
10 to 20 years with no definite plans beyond 
that time.” Half as much Jand is being 
held for oil production as is reported held 
for timber production! Apparently, most 
of the land in the wild-land zone is being 
held with the simple intent of getting rid 
of it, or with no particular intent at all. 

Does this condition of intent of owner- 
ship not have implications that should 
cause us to reconsider our program so far 
as forest resources are concerned? One im- 
mediately is inclined to question predictions 
and programs that are suggested for a future 
forest economy when they have as a pre- 
requisite condition the ownership of the 
wooded lands by persons interested in tech- 
nical forest management, skilled in forest 
enterprises, aggressive, and interested in the 
local economy, and when the owners of only 
2 per cent of such lands have an intent to 
produce timber and the owners of less than 
one per cent more are interested even in 
harvesting firewood. Again, of course, this 
is not to suggest that programs of forest 
improvement are undesirable. Rather it is 
to suggest that some of the most fundamen- 
tal phases appear to remain untouched in 
the prevailing concepts of the region’s 

roblems. 

The third aspect of the region’s program 
as it has been visualized is recreation. Re- 
creation has not been unimportant in the 
prevailing appraisal of the region’s econ- 
omy, but neither has it been the subject of 
very much special attention. This relative 
lack of emphasis is illustrated in the An- 
drews-Bromley study in the omission from 
the sample area of a portion of one county 
because, in part, it was too highly developed 
as a recreation area; in the complete omis- 
sion of recreation from the study of “land 
use” changes; and in the fact that the sec- 
tion of the report devoted to recreation is 
almost wholly a generalized informal dis- 
cussion based on random opinions. 

Yet, the reader will agree with the authors 
in their conclusion that “Of all the uses 
to which rural land is put in these four 
counties, none seems to equal recreation in 
its potentiality for expansion in the near 
future.” “The increase in the recreational 
business . . . during the past 15 years has 
been tremendous.” Resort cottages have in- 
creased more than 300 per cent, and 95 per 
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cent of this increase has been in wild-land 
zones; and in these same zones, commercial 
buildings, other public buildings and im- 
proved roads have increased by marked per- 
centages. 

In one area, at least, “extensive areas... . 
have been subdivided into thousands of very 
small lots (as resort properties), many of 
which may be miles from the water’s edge.” 
In fact, even the revival of the stump land 
into some kind of forest cover seems to be 
most important because of its tourist- 
attracting value. 

The conclusions with respect to recrea- 
tion are very vague and general. The rec- 
ommendations of the National Resources 
Committee report regarding recreation are 
referred to; it is suggested that there is 
“need for some regulation and supervision 
of the recreation industry”; and a request 
is made for state machinery to expedite the 
study and control this development. 

These references to the Michigan study 
have been made simply for purposes illus- 
trative of the major theme of this paper. 
The careful reader will not interpret them 
as reproof of the report for obviously the 
authors met the purposes that they set for 
their work, the work was done well, and 
certainly some of the conclusions stated in 
the report are well founded. The “research 
fault” is not a mistake any more than a 
geological -fault is a mistake. It is a mis- 
alignment of structure caused by a force 
underlying the surface horizon. 

Taken in this view, the real value of the 
Anderson-Bromley report is in the very 
presence of this fault. For its presence re- 
veals that a new institutional lag may be 
developing in our appraisal of the future 
economy of the northern Lake States region. 
And the beauty of the report, so to speak, 
is that the authors have included some 
sources of evidence, however informally de- 
veloped, which go so far as to at least hint 
at what may be some of the more important 
considerations in the reappraisal. 

Some items from other studies in the 
region have also given evidence of some of 


3G. S. Wehrwein and K. H. Parsons, Recreation 
as a Land Use, Wis. Ag. Expt. Sta. Bul. 422, 1932; 
W. O. Hedrick, Recreational Use of Northern Mich- 
igan Cut-Over Lands, Mich. Ag. Expt. Sta. Spec. Bul. 
247. 1934; G. S. Wehrwein and H. Johnson, “Zoning 
Land for Recreation,” this issue. 


these same developing conditions. A few 
studies of recreation in the area have shown 
some of the characteristics of this develop- 
ment;? and some reports have suggested 
that the local population is not entirely 
comprised of a farm or forest working force. 
In our future attempts to formulate the 
problems of the region for analysis and to 
establish tentative hypotheses to guide such 
studies, it appears at this stage that the con- 
siderations listed below must play some part 
in orienting our concepts. And it seems rea- 
sonable to expect that if this is done, we 
may be pushed into recasting some of the 
proposals for regional programs which may 
otherwise tend to become stereotyped and 
inapplicable or to remain vague and indefi- 
nite. 
Briefly, the main considerations appar- 
ently include: 
1. The function of the region to harbor 
a resident population that has no pres- 
ent or intended interest in physically 
utilizing the soil or forest resources of 
the area but is interested in: (a) reg- 
ular rural residence associated with 
near-by industrial employment, (b) 
irregular rural residence varying with 
employment in cities outside the 
region, and (c) retirement residence. 
2. The meaning of a scattered pattern of 
ownership of land by persons not 
themselves interested in either the oc- 
cupancy of the space or the physical 
utilization of the soil or forest re- 
sources within the space they control. 
3. The implications of a dominant eco- 
nomic enterprise in recreational activ- 
ities. 
LEONARD A. SALTER JR. 


Assistant Professor of Agricultural 
Economics, University of Wisconsin 


‘G. S. Wehrwein, “The Economic Status of Iso- 
lated Settlers in the Cut-Over Area of Wisconsin,” 
Jour. Land and Public Utility Econ., May, 1939; 
G. W. Hill and R. A. Smith, Man in the Cut-Over, 
Wis. Ag. Expt. Sta. Res. Bul. 139, 1941; J. E. Mason, 
Isolated Settlement in Koochiching County, Minne- 
sota, U. S. Dept. of Agriculture, Mimeo. LE-8, 1940; 
F. M. Vreeland and E. S. Fitzgerald, Farm-City 
Migration and Industry’s Labor Reserve, Works 
Progress Admin. Report L-7, 1939; U. S. Congress, 
Select Committee Investigating National Defense 
Migration, National Defense Migration, Parts 18, 
19, Detroit Hearings, 1941. 
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Public Utilities Department 
E. W. MorenousE, Editor 





In the Tradition of Dispassionate Inquiry 


HIS may be called a “home-coming” 
issue of the Journal—the return of a 
native to home ground. Some of our present 
readers may not have realized or remem- 
bered that the Journal was originally con- 
ceived at Wisconsin; the editing of its first 
volume in 1925 was done at Wisconsin; the 
unique union of its principal fields of inter- 
est is a product of Wisconsin; and here 
these interests flourish with distinct vitality. 
From Wisconsin, too, the Journal derived 
its editorial philosophy of encouraging 
“that continual and fearless sifting and 
winnowing by which alone the truth can be 
found.” This principle has guided its edi- 
tors from the beginning, seventeen years 
ago. It is fitting, therefore, that with this 
issue the Journal returns to its birthplace 
and, while a world is aflame, rededicates 
itself to carry on its tradition of dispassion- 
ate inquiry. As one of the Journal’s original 
editors, and with grateful acknowledgment 
of the generous assistance of all those who 
enabled it to survive a period of deep de- 
pression to what is, for a periodical of this 
type, a relatively mature age, I welcome 
the Journal’s opportunity to live and 
expand its usefulness on its native 
heath. I hope that its faithful supporters 


will continue to show their interest. 

For the past several years this Depart- 
ment has served as an outlet for comments 
on significant items of research or interest 
in the field of public utilities. The editor 
of this Department has sought to include, 
not every current happening or bit of re- 
search in the field, but some of the more 
useful or interesting and _ likely-to-be-for- 
gotten matters which otherwise might go 
unheralded. 

Of late years a standard feature of the 
Department has been the continuing sum- 
mary of public utility financing to aid 
readers in feeling the pulse of public utility 
capital markets. In addition, comments have 
been presented on selected court or com- 
mission opinions, research projects, diver- 
gent opinions with respect to major articles 
in prior issues, and miscellaneous topics. 

It is earnestly hoped and requested that 
readers of this Department will freely con- 
tribute suggestions or, better yet, manu- 
scripts and thus expand and strengthen its 
usefulness in the manner of its traditional 
zeal into the search after truth. 

- E. W. MoreEHOusE 
New York City 


Public Utilities and Unemployment Compensation 


J tant ie aye public utilities are widely 
regarded as highly stable industries 
they, along with other businesses, have been 
made subject to the unemployment com- 
pensation taxes for financing unemploy- 
ment benefits. In most of the states a system 
of differential payroll taxes has ben put 
into effect, the tax levied against a partic- 
ular company depending upon some meas- 
ure of employment stability. Since the tax 
of differential payroll taxes has been put 
marily on its own experience, the method 


of levying is spoken of as “experience rat- 
ing.” 

The minimum tax rate varies among the 
several states; in some, it is 1 per cent and 
reaches a low of zero in six states. The 
maximum varies from 2.7 per cent up and 
reaches a peak of 4 per cent in about 10 
States. 

The following tabulation indicates for 
the several states the potential savings 
which accrue to companies with regularized 
employment. 
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Potential Annual Payroll Tax Savings 
Per $1,000 of Payroll 1 


Savings No. of States 
$10 to $16.99 2 
17 tO 19.99 7 
20 tO 24.99 5 
25 tO 29.99 11 
30 to 34-99 4 
35 to 40.00 8 


These savings vary from $10 to $12 in 
Florida and Connecticut, respectively, up 
to $40 per $1,000 of payroll in Hawaii and 
Wisconsin. In general the laws are so drawn 
that every increment of regularization will 
tend to qualify the company for additional 
tax savings until lay-offs are completely 
avoided. 


Theory of Experience Rating 


The theory of unemployment insurance 
implies that once a worker has become 
identified with a given company for a cer- 
tain period of time (depending upon the 
state law), that worker has a claim for a 
certain degree of continuity of income. To 
this extent, wage payments are no longer 
strictly variable costs; but are, within lim- 
its, overhead costs which the business must 
meet. 

When unemployment compensation was 
first discussed in this country about a gen- 
eration ago, the leading students of this 
problem—such as Professor John R. Com- 
mons of the University of Wisconsin and 
Louis D. Brandeis, later Justice of the 
Supreme Court,—and certain labor leaders 
took the view that if we were to adopt 
unemployment insurance, it should not be 
patterned after the European systems which 
had for the most part degenerated into 
doles or were threatening to do so. Rather, 
they argued, some attempt should be made 
to apply preventive measures, as had been 
done in workmen’s compensation. 

Because of the highly dynamic and ex- 
pansionist character of the American econ- 
omy, American employers had been rather 
profligate in the use of their labor power. 
Displaced or laid-off workers could go West, 
could find other jobs without undue delay. 


1 The tax applies only on first $3,000 earned by 
the employee in the year; the other state statutes 
either set no specific rates or do not provide experi- 
ence rating. 


Nevertheless, a good deal of waste resulted 
from this careless use of labor power. The 
above-mentioned students of the problems 
of unemployment were certain that much of 
this carelessness in the use of labor was 
needless. In other words, unemployment 
was to some extent preventable.” 

With this background in mind, the orig- 
inal Wisconsin law, passed in 1932, pro- 
vided for variable payroll taxes depending 
upon the unemployment reserve fund that 
each company had built up through its pay- 
roll taxes. Subsequently, President Roose- 
velt, in recommending a broad program of 
social security urged that in the drafting of 
the unemployment compensation feature 
an attempt should be made to provide an 
incentive to stabilize operations. In 1935 
the Social Security Act made provision for 
such a feature, and subsequently nearly 40 
states and territories adopted some variant 
of the original Wisconsin plan on the 
theory that unemployment is to some ex- 
tent preventable. This has been the most 
important argument for experience rating, 
although its proponents have never main- 
tained that it alone will solve all unemploy- 
ment problems. 

Another argument for experience rating 
runs in terms of proper cost allocation. It 
would generally be agreed that a water 
works company should not be required to 
pay the real estate taxes of a shoe merchant 
or an electric utility. Similarly, the water 
works company should not be forced to 
finance the unemployment of a cast iron 
works or a ski factory. Why should the com- 
pany which provides the most employment 
help to finance the company which is re- 
sponsible for the most unemployment? 
Charging each company only with the un- 
employment for which it is responsible ap- 
peals to the American conception of indi- 
vidual enterprise and initiative. 

Finally, experience rating is favored in 
order to “keep the program clean.” That 
is, if some attempt is made to put the system 
on an employer-reserve basis with benefit 
payments chargeable against the individual 
employer, illegal claims, political pressure, 
and careless administration are mitigated. 


2 Cf. e.g., John R. Commons, et al., Can Business 
Prevent Unemployment?, Alfred Knopf, Publisher, 


1925. 
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TABLE I. UNEMPLOYMENT COMPENSATION CONTRIBUTION RATES 
AND BENEFIT—EXPERIENCE IN WISCONSIN * 











Number of | Zero 


Industrial Classification Companies | Rate 








All Industries .. 9,641 23.9 
Manufacturing ... | 2,361 20.7 
Wholesale Trade . oe 1,088 29.2 
WRPGRIe TAGE oe cndcccicckesneicanscs 2,534 24.6 
Finance, Insurance and Real Estate. 626 43.8 
Service Industries ..........+00- ee 1,199 26.3 
Agriculture, Forestry, and Fisheries 28 25.0 
MOMMIES 5. sia.ce4 o 6 sivcicecesencececee's 64 14.1 
COMSIBURHON: 6cccieicscaccccaceccece 936 6.9 
Transportation, Communication and 

other public utilities......... 407 18.9 


Street & Suburban Rys., not 
operating bus lines ......... 1 
Street & Suburban Rys., also op- 
erating bus lines .......... : 2 100.0 
City & Suburban bus lines...... 6 
Bus lines other than city & 








suburban ........ wetauae eae 6 0.0 
MEIER nice picasa ce shciciesec 30 20.0 
Communication: Telephone, Tele- 

raph & Related Services.... 82 22.0 
MIBDNONE. esc cccsicsciccatcs 80 21.3 

DORTEDD 5... ccccccccticecscs 2 50.0 
Utilities: Electric and Gas...... 48 25.0 

Electric Light and Power.... 26 19.2 

Gas, Heating and Lighting... 12 25.0 

Elec. & Gas Utility Combined 10 40.0 
Water Supply Systems ......... 5 20.0 








Percent of Companies with Specified Cumulative Benefit 

Contribution Rates in 1941 Payments as a Per- 

centage of Cumula- 

1.0% | Standard | 3.2% | 3.7% | 4.0% | tive Tax Contribu- 

Rate | Rate, 2.7% | Rate | Rate | Rate | tions through 1940 
41.2 26.0 5.2 2.3 1.4 26.5 
42.3 30.3 3.7 1.0 1.9 31.0 
47.1 19.9 2.8 | 0.6 0.5 12.5 
47.8 24.6 2.6 | 0.4 0.1 15.3 
41.9 12.3 1.0 | 0.3 | 08 5.2 
38.3 22.0 6.0 | 4.8 2.7 26.5 
14.3 25.0 17.8 3.6 14.3 40.7 
12.5 43.8 17.2 | 6.3 6.3 42.1 
14.0 43.4 20.1 12.4 3.2 60.1 
49.1 25.1 5.2 0.2 1.5 10.7 
0.0 0.0 0.0 0.0 0.0 10.3 
0.0 0.0 0.0 0.0 0.0 3.7 
66.7 0.0 0.0 0.0 0.0 §.2 
100.0 0.0 0.0 0.0 0.0 44 
3.3 36.7 0.0 0.0 0.0 4.4 
59.8 15.9 2.2 0.0 0.0 5.3 
60.0 16.3 2.5 0.0 0.0 4.3 
50.0 0.0 0.0 | 0.0 0.0 10.8 
50.0 20.8 4.2 | 0.0 0.0 9.7 
38.5 34.6 ; 7.7 | 0.0 0.0 23.7 
66.7 8.3 0.0 0.0 0.0 10.9 
60.0 0.0 0.0 0.0 0.0 8.7 
80.0 0.0 0.0 0.0 0.0 5.5 




















* Data based on reports from Wisconsin Industrial Commission. The tax applies only to employers with 6 or more 


employees. 
Public Utility Tax Rates 


The table indicates that all industries, 
nearly 24 per cent qualified in 1941 for 
the minimum rate which in Wisconsin is 
zero. Another 41 per cent qualified for the 
1 per cent rate, indicating that about 65 
per cent of Wisconsin employers are pro- 
viding sufficiently regular employment to 
qualify for some reduction in payroll taxes. 
For the state as a whole, 2614c was paid in 
benefits to the end of 1940 for every $100 
collected in contributions. 

Sixty-eight per cent of the utility com- 
panies (compared with 65 per cent for all 
industry) qualified for some reduction in 
payroll taxes; the utilities paid out less 
than 11 cents for each dollar of tax con- 
tributions (compared with 26.5 cents for 
all industry). This apparent greater stabil- 
ity of the utilities may be attributed to the 
so-called “natural stability of the demand,” 
but it is also due, at least in part, to delib- 
erate attempts to improve the load factor 
in the face of heavy overhead costs. 

A glance at the table indicates that, with 
the exception of mining and construction, 
the bulk of the companies are paying either 
the standard tax rate of 2.7 per cent on their 


payrolls or less. A sizeable but minority 
number of companies are being forced to 
pay penalty rates ranging from 3.2 per 
cent up to 4 per cent. 

The table further reveals that in the case 
of public utilities, only 6.9 per cent of the 
companies paid penalty rates as against 8.9 
per cent for all industries and 36 per cent 
in agriculture, forestry, and fisheries. It 
will be noted that among utilities, only in 
the case of telephones and electric light 
and power companies were any employers 
required to pay above the standard rate, 
indicating a substantial stability for utilities 
relative to industry as a whole. 

The electric industry has paid out nearly 
24 per cent of its tax contributions in the 
form of unemployment benefits and the 
gas industry about 11 per cent. In the 10 
cases where the companies perform both 
gas and electric service, the unemployment 
benefit, withdrawals have been less than 9 
per cent of tax payments. All the combined 
service gas-electric companies qualified for 
tax savings, while in the case of both the 
electric companies and the gas companies 
the record is less satisfactory. These facts 
should be considered in the S.E.C. un- 
scrambling program. 





Conclusions 


Public utilities with a heavy preponder- 
ance of fixed costs (costs which do not 
vary with output in the short run) now 
find that labor costs too have taken on 
a less variable character. Just as the burden 
of overhead costs has encouraged utilities 
to improve their load factors, so this added 
overhead will furnish additional impetus 
for steady operation. One thousand dollars 
spent for labor hours evenly spread 
throughout the year may exempt the com- 
pany from any unemployment compensa- 
tion taxes, or enable the company to quali- 
fy for the minimum tax rate; the same sum 
spent for labor which is irregularly em- 
ployed may cost the company additional 
funds for financing the unemployment 
benefits collectable by the worker. 

Wages as a proportion of gross receipts 
or of operating expenses vary enormously 
among utilities. For a hydro-electric gen- 
erating company, wages may constitute less 
than 5, per cent of gross and in the case of 
a street railway company, the figure may 
reach 50 per cent. For this reason this new 
motive for steady operation will furnish 
varying degrees of additional incentives to 
discover ways and means of improving the 
“labor load factor.” % 

Fluctuation of investment is the essential 
characteristic of the business cycle; utilities 
in this respect have an inferior record, at 





* A continuing series of case histories, each describ- 
ing a specific company, of employment regulariza- 
tion is being published by the American Legion 
Employment Stabilization Service, McKnight Build- 
ing, Minneapolis. 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


least since 1929, to that of industry as a 
whole.‘ It is conceivable that the admirable 
record of the utility industry under experi- 
ence rating (as shown by the Wisconsin 
figures) will draw the attention of manage- 
ment to the desirability of reducing boom- 
period plant expansion and planning on a 
long-term basis for less drastic contraction 
of new plant construction during slack 
periods. With the growing emphasis by 
the Federal Power Commission and others 
upon historical cost as the rate base deter- 
minant, the outlook is none too hopeful. 
Experience rating in the unemployment 
compensation laws, while probably not de- 
cisive in this respect, may at least be ex- 
pected to encourage more orderly plant 
expansion than would otherwise be the 
case. 

Instability with its accompanying un- 
employment of men and other resources is 
the greatest blot on the private enterprise 
system. Every element of additional stabil- 
ity attained tends to make the balance of 
the economy more stable, providing it is 
not secured through monopoly action.5 For 
this reason experience rating in the unem- 
ployment compensation system constitutes 
a challenge to management in the utility as 
well as other industries. 


EMERSON P. SCHMIDT 
University of Minnesota 


‘Cf. Schmidt, Emerson P., Public Utility Eco- 
nomics, p. 74, John S. Swift Co., St. Louis, Missouri. 

5 For a significant demonstration of this see report 
of a recent investigation by Jack Chernick of the 
University of Minnesota, entitled, “The Effect of 
Industrial Stability Upon the Economy.” 


Recent Developments in Service Company Regulations 


HE recent decision of the Securities 

and Exchange Commission in the New 
England Power Service Company case! 
throw considerable light on two problems: 
(1) the corporate and administrative or- 
ganization of utility holding company sys- 
tems; and (2) the policy of the Commission 
respecting the segregation of the functions 
of service companies from those of holding 


1Jn the Matter of New England Power Service 
Company, et al, Holding Company Act Release No. 
3135, November 22, 1941. 


companies in the system. 

1. Corporate and Administrative Organ- 
ization of Utility Holding Company Sys- 
tems. The New England Power Service 
Company appears at first glance to be an 
extreme type of service company because 
its functions are not limited to those usually 
associated with service companies, such as 
the handling of highly technical problems 
—rates, taxes, engineering design, etc.—but 
also include activities that are usually 
thought of as “operating company” func- 
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tions — construction and maintenance of 
lines, inspection of relays, meter work, etc.? 

The organization of the New England 
Power Service Company emphasizes the fact 
that companies should not be regarded as 
service companies because they perform 
functions traditionally regarded as “service 
company functions” but should be viewed 
as corporate and administrative devices for 
performing practically any type of function 
that might occur within a holding company 
system. The Commission has used the latter 
approach, and this order is a further illus- 
tration that the Commission has not adopt- 
ed a hard and fast rule on the functions 
that might be performed by a service com- 
pany insofar as those functions are related 
to the operations of utility companies. On 
this matter the policy has been to afford 
individual treatment to each service com- 
pany and to permit the performance of the 
functions proposed if it appeared that it 
represented an efficient and economic meth- 
od of doing the job. 

The difficulty in this connection is to find 
objective tests of efficiency and economy. 
The New England Power Service Company 
case is of interest because it represents the 
first attempt of the Commission to make 
extensive use of statistical measures of effi- 
ciency and economy. A tabulation was in- 
troduced showing service fees as a percent 
of gross operating revenues for the New 
England Power Association and eleven 
other comparable holding company systems. 
Service fees as a percent of gross operating 
revenues were 5.68 percent for New England 
Power Association, and for the eleven other 
systems the percentages varied from 0.68 
percent to 2.77 percent. The order con- 
cluded that “the tabulation at least shows 
that Respondents were under the obligation 
of giving a good explanation for their 
unique position in the servicing company 
field.’’ 

Other statistical measures were intro- 
duced as indicative of the kind of job the 
service company had been doing. The find- 
ings show that there had been an upward 


? Even in the “reorganized” service company it is 
proposed to have a Construction Department con- 
sisting of 247 employees, 203 of which would be fore- 
men, mechanics, and construction laborers. 

°In the Matter of New England, Power Service 
Company et. al., supra, n. 1 at p. 6. 
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trend in the operating ratios for this system 
form 1933 to 1940 and that on the basis 
of the average revenue per kilowatt hour 
sold to residential and rural customers the 
system was not “a leader in low rates.” 
However, it was shown that the number of 
disturbances in utility service in the terri- 
tory of one of the subsidiary electric compa- 
nies had decreased fairly steadily from 1933 
to 1939 and that the growth in the number 
of electric customers served from 1931 to 
1940 was about equal to that experienced 
by all private electric companies in the four 
New England states in which this system 
operates and that from 1937 to 1940 the 
growth in this system was substantially 
better than average. 

The validity of these statistical measures 
in determining efficiency was not tested be- 
cause the respondents filed an amendment 
during the proceedings which provided for 
an extensive reorganization and which ap- 
parently satisfied the requirements of the 
Commission. It was estimated that as a 
result of the reorganization the percent of 
service fees to gross operating revenues 
would be 3.26 percent compared with 5.80 
percent for the year 1940. If actual con- 
struction work expense is deducted, the per- 
cent of service fees for the reorganized serv- 
ice company would be 1.60 percent of gross 
operating revenues, an amount not greatly 
out of line with typical service company 
experience.* ; 

2. Segregation of Functions of the Service 
Company. This case shows that the Com- 
mission continues its liberal policy as to 
the nature of functions which may be cen- 
tralized in a service company if the func- 
tions are for the benefit of the operating 
companies. However, the Commission con- 
tinues to insist that the service company 
desist from performing functions which ben- 
efit holding companies. The order in this 
case points out that the reorganization of 
the service company effects “a complete 
severance of the officers, directors and em- 
ployees of the Service Company from the 
holding companies.” The holding company 


‘“But analysis of the annual reports for 1939 of 
all service companies reveals that the cost of services 
to system companies was 1.62% of total gross operat- 
ing revenues of the system.” W. F. Kennedy, “I. 
Achieving Servicing at Cost.” Journal of Land & 
Public Utility Economics, Feb., 1941. 
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will have a separate staff to perform the 
“holding-company functions” and the serv- 
ice company will be limited to rendering 
services needed by the operating companies.5 
Apparently the Commission has not insisted 
on absolute segregation of the service com- 
pany because the order states that “ 
only services of an incidental nature will 
be rendered to the parent company by the 
reorganized service company.’¢ 

This order is an important land-mark in 
service company regulation because it repre- 
sents a “middle-of-the-road” attitude on the 
problem of segregation of the service com- 
pany from the holding company. Previous 
orders dealing with the problem of segre- 
gation revealed an intention of having the 
holding companies bear all the expenses 
for the performance of services judged to 
be holding company functions. The cen- 
tralized performance of nearly any function 
(for example, the handling of rate problems 
by a centralized department for all com- 
panies in the system) yields benefits to both 
operating and holding companies, and per- 
haps to others. When the policy of segre- 
gation was adopted, it raised the question 
of whether the Commission in applying the 


5In the Matter of New England Power Service 
Company, et al., supra n. 1 at p. 13. 
* Ibid. at p. 12. 


doctrine would take a rigid view and reach 
the conclusion that practically all forms of 
centralized services yielded some benefits to 
the holding company as distinguished from 
the operating companies. Adoption of such 
a viewpoint would be tantamount to abo- 
lition of all service companies levying 
charges on operating companies. 

The assignment of all costs of centralized 
servicing to the holding companies might 
prove so burdensome in some systems as 
to make it impossible for the holding com- 
pany to meet the financial requirements 
of its capital structure, especially in a period 
when returns on common stock investments 
in operating companies are diminishing. 

This case demonstrates that the Commis- 
sion is not using Section 13 as a means of 
eliminating holding companies. The Com- 
mission still insists that holding companies 
employ their own staffs for handling matters 
of concern to the parent company, but ap- 
parently believes that it is possible to arrive 
at a fair determination of a proper assign- 
ment of centralized functions between the 
service company, acting in behalf of operat- 
ing companies, and the holding company, 
acting in its own interest. 


WILLIAM F. KENNEDY 
New York City 


Statistical Method: Forecasting Electric Energy 
Demand and Regulating Supply* 


This paper outlines several statistical 
methods which have been used in forecast- 
ing energy demand and other economic 
variables. It also analyzes in general sta- 
tistical terms the scheme of power alloca- 
tion devised late during World War I in 
the U. S. to meet the problem of shortage. 
The aim of the paper is to present in sys- 
tematic form some considerations basic to 
forecasting, priority rating and allocation. 
A. Forecasting Demand 

(a) The assumption made by Gates! is 
that there is a high degree of correlation, 
on a relative basis, between industrial pro- 


* Paper #220 from Department of Biostatistics, 
the Johns Hopkins School of Hygiene and Public 
Health, Baltimore, Maryland. 


duction and the rate of demand for electric 
energy. That is, on the average (E,—E,) / 
E,= (P2—P,) / P,, where E,,E, are the 
blocks of energy demanded in successive 
units of time 1, 2 and P,P, are the corres- 
ponding measures of industrial production. 
The Federal Reserve Board index of in- 
dustrial production was chosen for this pur- 
pose. The assumption is clearly very spe- 
cial. The slightly more general relation 
(E,—E,) E;=K(P2—P;)/P; is more readily 
acceptable. However, simplicity of compu- 
tation and lack of information as to the 
precise value of K beyond that it is positive 
make the assumption K=1 convenient. 


1 Cf. “Forecasting the Demand for Electric Energy,” 
J. E. Gates, p. 74. 
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The well-known, long-time upward trend 
in energy demand and possible dependence 
on such other economic variables as na- 
tional income and general price level are 
neglected. 

(b) A study by the National Resources 
Committee ? of energy demand in the U. S. 
based on the period 1920-32 assumes linear 
dependence on time, on industrial produc- 
tion, and on consumer income adjusted for 
price level and a supposed lag of response 
in energy demand to income. The resulting 
formula fits actual energy consumption 
during 1920-36 rather well. After that peri- 
od, the calculated energy demand depends 
on what values we choose to substitute for 
the production, income, and price series. 
Conservative values give a reasonably good 
prediction of demand for 1932 to 1940. 
Within the range of observation a better fit 
can always be had by assuming the time 
trend to be arbitrarily more complicated 
and by bringing in auxiliary economic time 
series. But mere success in curve-fitting or 
interpolation within the observed range is 
not synonymous with success in extrapola- 
tion or forecasting. It may very well be that 
successful description within the observed 
range assures failure at forecasting. The 
grounds determining the initial choice of 
independent variables and functional rela- 
tionships between these and the dependent 
variable are important in evaluating a giv- 
en procedure. 

Lack of cohtinuing comparability of eco- 
nomic time series is a general source of dif- 
ficulty in forecasting that is illustrated in 
the N. R. C. study. The F. R. B. index has 
undergone two revisions since 1936, the 
most recent being made in response to the 
shock of war production. When socio-eco- 
nomic or political conditions change radi- 
cally (as in the current shift toward a “to- 
tal-war” basis), the constant coefficients of 
a forecasting formula determined from con- 
ditions existing in the prior period became 
patently inappropriate for the new period. 
The remedy may, however, be no more 
than an adjustment of the time series, or 
a change in the fineness with which the 


? National Resources Committee, “Patterns of Re- 
sources Use,” p. 98, Washington, D.C., 1938. 

*G. Tintner, “The Analysis of Economic Time 
Series,” Journal American Statistical Association, 
vol. 35, pp. 93-100, March, 1940. L. R. Hafstad, “On 
the Bartels Technique for Time Series Analysis,” 
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time scale is viewed. On the other hand, it 
may be held that the occurrence of novelty 
must presently destroy whatever value such 
methods may have in the short run. Even 
so, attempts at short and longer-run fore- 
casting continue out of dire necessity. Short- 
run accounting methods assisted by simple 
methods, such as (a), are usually popular 
among critics of more ambitious methods. 
As a group, forecasters bring as much eco- 
nomic, mathematical, and statistical theory 
to the aid of common sense and fragmen- 
tary data as they think safe. The avoidance 
of “pitfalls” is a favorite sport on the way 
to successful forecasting over long periods 
of time and under varied conditions.* 

(c) There have not been lacking pio- 
neering efforts at logical formulation of the 
forecasting problem, to the end of intel- 
ligible, as well as merely successful forecast- 
ing. While little of the rational or empiri- 
cal work in economics has been concerned 
with electric energy demand, this is perhaps 
an accident in the development of econom- 
ic and engineering thought. Workers in the 
field of economics have, however, long used 
physical and mathematical analogies in stat- 
ing and solving their problems. While 
these analogies have not always appeared 
happy or even interesting to critical non- 
mathematical economists, the fact remains 
that one may in this manner draw upon a 
stock of ready-made physico-mathematical 
solutions. The literature is also saved a bur- 
den of empty disputes over priority in ideas. 
From the engineering point of view, the 
language of mathematics is accepted as a 
matter of course. Therefore, the issue of 
“realistic” versus “unrealistic” analysis so 
popular in economics should interest but 
probably will not detain, the engineer ven- 
turing into mathematical economics. The 
question has ceased to receive much atten- 
tion from economists of the so-called eco- 
nometric school whose published labors 


Journal American Statistical Association, vol. 35, pp. 
347-61, June, 1040. L. F. Knudsen, “Interdependence 
in a Series,” Journal American Statistical Associa- 
tion, vol. 35, pp. 507-14, September, 1gjo. R. W. 
Curgess, “The Whole Duty cf the Statistical Fere- 
caster,” Journal American Statistical Association, 
vol. 32, pp. 636-42 December, 1937. 

4M. Sasuly, “Generalized Multiple Correlation 
Series of Economic Statistics,’ Proceedings, Ameri- 
can Statistical Association, pp. 146-52, March, 1930. 
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now run into many volumes.® 


B. Electric Power Allocation in the U. S. 
During World War I 


The appearance of local power shortages 
in the U. S. during the last war prompted 
the priorities committee of that day to issue 
a preference schedule for local use in allo- 
cating the supply.* We consider this case 
for the light it throws on the more general 
problem of allocation given a shortage of 
energy (or material) . 

For this purpose there were established 
four classes of plants or industries, I—IV; 
Class I was composed of those plants or in- 
dustries deemed by the committee to be of 
exceptional importance in the prosecution 
of the war, so high in importance that their 
requirements must precede those of the re- 
maining classes. A Class I rating was also 
accorded to smaller users to avoid economic 
disruption not justified by the small power 
savings. ‘“‘Non-essential” uses, in effect, con- 
stituted the fifth grade. Consumption in 
these uses was supposed to have been re- 
duced to a minimum before applying the 
schedule. Five classes of preference are thus 
implied in the power scheme, including the 
highest, the intermediate, and the lowest 
grades. The decision as to the working rat- 
ing of any particular industry, plant, or use 
rested with the priorities committee, and 
was based partly on returns from the com- 
panies concerned. The relative priority 
weights proposed by the committee for dis- 
tributing the residue among Classes II—-IV 
in event of shortage are arbitrary. They will 
be seen below to fall within the general 
requirement that they be descending in 
order of magnitude proceeding from higher 
to lower grades of preference. Finally the 
excess of allotment over requirement in any 
sub-class was to be distributed among the 
remaining classes by extension of the rule. 

The elements of this scheme and their in- 
terrelation are best understood in an alge- 
braic presentation that lends itself to gen- 
eralization. Five grades of preference i= 
0,1,2,3,4, are assumed; i=o corresponds by 
convention to the highest grade of prefer- 


5 Econometrica 1932—. 

® War Industries Board Circular #45, Washington, 
D. C., October 7, 1918. K. T. Keller, “The Power 
Situation During the War,” pp. 47-8. Govt. Printing 
Office, Washington, D.C., 1921. 


ence.’ Here i=4, in general, i—m=1,2,. . 
corresponds to the non-essential grade. Re- 
quirements in class i during a base unit 
period of experience are denoted p,;, and 
units of energy (or material) are chosen so 
that pp +pi+..py=1 (1) 
The new-period requirements are denoted 
r, and total R; in general R is greater or 
less than unity. Denote the allocations by 
a, and their total by S, the new supply. 
Then the condition R > S (2) 
defines a shortage of material in the new 
period. By definition of R and S we have 


To+t1+--4=R (3) 
ag+a,+..a4,—S (4) 
The War I power allocation scheme as- 

signed unlimited preference to the highest 
class, io. In general, however, a limita- 
tion may be placed even on the highest 
class of requirements, in which case the 
class of unlimited preference remains an 
unrealized abstraction. Here, however, we 
write 

ap—=W To=T 
a (5) 

a4—=W, 140 (6) 
to express the War I treatment of the high- 
est and non-essential grades of power use 
in event of R>S. The residue to be allo- 
cated among grades i=1,2,3, is then S—ro 
=S—ay. A system of preferential weights 
W;,, i—1,2,3, arbitrary except for the condi- 
tion that they be graded downward, 

Wi>W2>Ws3 (7) 
namely, that the lower grades have lower 
preferential weights, was then applied to 
the requirements r;, i=1,2,3 according to 
the scheme 


a, = (S—a) 511 /C (8) 
ao (S—ao) 3r2/C (9) 
a3 (S—ao) 2r3/C (10) 


The factor C follows from (4), (5), (6): 
C=5r,+3re+e2rz (11) 
Past requirements p, do not appear ex- 
plicitly in this calculation. Insofar as they 
are employed in determining or estimating 
the new requirements r,, and the assump- 
tion that old conditions persist in part into 
the new period is valid, weights p,; are in 
fact reflected in the a;. That is, r; and so a, 





* This notation is used by author in discussing the 
statistics of grades and preferences: C. C. Lienau, 
“Bivariate Discrete Distribution in Certain Problems 
of Statistical Order,” American Journal of Hygiene, 
May, 1941. 
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depend on p, and other variables. The lat- 
ter include the caprices of the estimater of 
requirements. The weights are 


Wo=!}, W,=0 (12) 
Wi=51/C (13) 
We=3re/C (14) 
W3=2r3/C (15) 


Finally, if for one class a>r and for the two 
others a<r, the excess from the over- 
allotted class is distributed among the part- 
ly served classes, giving to each in the ratio 
5:3:2. (The 5:3:2: ratio was recommended 
without explanation of grounds by the pri- 
orities committee; Cf. footnote 6.) If only 
one class is left incompletely served, over- 
allotments to the others are assigned to that 
class. No problem arises when R<S what- 
ever the value of S. 

The criterion for an order of importance 
among the classes should, ideally, be logic- 
ally justifiable and objective in its applica- 
tion. The weights, W,; should ideally be 
chosen at an optimum set of levels, consid- 
ering the end to be served, in this case the 
prosecution of a war. In practice, classifica- 
tions of use and importance are imperfect 
and the settling of the question of relative 
importance invariably involves subjective 
elements of judgment. These facts find 
their expression in the numerical ar- 
bitrariness of the weights W, and in the 
lack of finality of the preferential rating of 
a particular plant. Past demands and the 
demands of the new period find their ex- 
pression through p, and r;. The finding of 
the optimum or “best” set of allocation 
weights W, in terms of these factors is the 
whole problem of supply, priorities and al- 
location. No mere mathematical theory of 
distribution can specify what the weights 
should be in numerical terms. The condi- 
tion (7) only asserts what may not be de- 
nied; that demands are somehow orderable 
in relative urgency. It does not go on to say 
how much different numerically they are or 
should be for a given purpose. Experience 
(p;) embodied in a forecast of new require- 
ments (r,) and modified by “good judg- 
ment” or other rating as to relative impor- 
tance (5,3,2) in the face of necessity, com- 
bine in the number W,. The analysis so 
stated carefully distinguishes the three 
weight-determining factors for purposes of 
separate consideration. (Circular 45 stated 
that it was not considered practicable nor 
was it intended that the formula should ap- 
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ply with literal and mathematical accuracy. 
Dissatisfied consumers were invited to state 
their cases to the War Industries Priorities 
Division and the power company con- 
cerned.) 

In conclusion we note one of a number 
of directions that may be followed in gener- 
alizing the War I power allocation scheme, 
Given a shortage, no class is to be allotted 
more than its requirements. At least one 
class may be given full allotment. Even the 
non-essential class may be fully served. For 
completeness a stock-pile denoted say, m-1, 
or by some higher grade, may be assumed. 
In general, the weights will satisfy 


O=Wyjm—1=Wn—2 --. Wi =Wo=1 (16) 
where Wi=a,/r; (17) 
in event that R>S (2) 
But if there is no shortage R=S (18) 


then, 
Finally, the weight W, is to be chosen as 
some convenient function of previous re- 
quirements, new requirements, and a (per- 
haps subjective) schedule of descending 
relative priority weights (e.g., 5:3:2 of the 
power scheme) . 

The necessary distinction between the or- 
dinal number of the class of preference 
i=0,1,..m, and the degree W, to which its 
requirement r, is satisfied by the allocation 
aj—wyr; is easily maintained by means of 
this notation. One convenient abstract ar- 
ray of points on the w-scale satisfies the con- 
dition that the classes of preference, i, are 
equi-distantly spaced in o=w=|. The set w; 
is defined by 

i+1 


1— 


CW2=1— m-+2 (19) 

m 
if R>S, then ay Wy, (20) 
and C follows from S=ay-+-a;+..a, (21) 


Equation (18) is known in the theory 
of probability as the Law of Succession. In 
the present allocation context W, may be 
interpreted as a conditional probability; 
namely, that the use i is served under the 
condition of a shortage R>S. For a com- 
pletely served use w=1 ,an incompletely 
served use O< W<l, and a completely un- 
served use w=0. This junction between the 
theory of order probability and preferen- 
tial allocation is suggested as a starting 
point for a full investigation of the alloca- 
tion problem. 

C. C. Lienau 
Washington, D. C. 
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Public Utility Financing in the Fourth Quarter of 1941 
and a Summary of the Year, 1941 


Fourth Quarter Financing 


Public utility security offerings declined 
quite sharply during the fourth quarter of 
1941, totaling only $177 millions as com- 
pared with $483 millions in the previous 
quarter and $606 millions in the fourth 
quarter of 1940. Not since 1937 has the 
total volume of fourth quarter financing 
been so light. 

Long-term bonds excluding serial issues 
continue to make up a large part of total 
utility security flotations, accounting for 
81% of the fourth quarter total while 
serial issues accounted for 11% and com- 
mon and preferred stock issues for 4% each. 
While new offerings of common stock are 
still relatively small it is interesting to note 
that they have increased in volume during 
the past three quarters. 

Over 70% of the long-term bonds sold 
during the quarter were offered publicly 
while a little less than 30%, were sold pri- 
vately. Public offerings make up a higher 
percentage of the total than in any other 
quarter in 1941. 

Long-Term Debt Financing. The 31 
issues in this classification are listed in 
Tables I and II for publicly and privately 
sold issues, respectively. Table I lists seven 
publicly sold issues, with offering yields 
varying from 2.55% to 4.18%. Five out of 
the seven issues are 30 year bonds and only 
one of the larger issues sold at a price to 
yield in excess of 3%. The weighted av- 
erage yield at offering prices on publicly 
sold issues was 2.90%. 

Underwriters’ commissions were unusu- 
ally low during the quarter, being less than 
2%, on five out of the seven issues listed 
and less than 1% on three issues. The 
weighted average was 1.24%. Previous to 
the date at which the SEC competitive bid- 
ding rule took effect (May, 1941), the low- 
est average for any one quarter since 1936 
was 1.73%. This reduction in underwriters’ 
commissions is reflected in a lessening of 
the differential between offering yields and 
costs to company on publicly sold issues. 
For example, the cost to the company on 
the Philadelphia Electric Company 3% 


bonds of 1971 was 2.61%, which is the 
lowest net cost recorded by any publicly 
sold long-term issue since 1936 in spite of 
the fact that several issues have had a lower 
offering yield. 

Table II lists 24 issues which were sold 
privately during the quarter. These issues 
are much smaller, on the average, than 
those sold publicly, totaling only $43 mil- 
lions as compared with $103 millions for 
the seven issues shown in Table I. The 
weighted average yield on privately sold 
issues for which price data are available 
was 3.26%. This compares with 3.12% in 
the third quarter. 

Other Utility Financing. Issues with 
serial maturities offered in the fourth quar- 
ter are listed as follows: 


$10,000,000 Public Service Company of Indiana, 
Inc., 2%4%-3% serial notes due 1942- 
1950. 
9,000,000 Central Illinois Public Service Com- 
pany, 3% serial notes due 1942-1951. 
700,000 North Shore Gas Co., First serial 414’s 
due 1942-1948. 
50,000 South Carolina Gas Co., 5% serial notes 
due 1943-1971. 


$19,750,000 
Common stock issues offered during the quarter 
are listed below: 
$ 100,000 Black Hills Power and Light Co., 100,- 
ooo shares of common stock ($1.00 par) , 
offered at $16.50 per share. 

3,525,000 Louisville Gas and Electric Co., 150,000 
shares of common stock (no par), of- 
fered at $23.50 per share. 

2,467,500 San Diego Gas and Electric Co., 246,750 
shares of common stock ($10.00 par) , 
offered at $13.00 per share. 

242,340 Kansas-Nebraska Natural Gas Co., 48,- 
468 shares of common stock ($5.00 
par) , offered at $6.50 per share. 


$ 6,334,840 

Offerings of new utility common stock 
have been rare in recent years. Since the 
second quarter of 1941 signs of increased 
activity in this class of financing have been 
in evidence. Whether or not this is the 
start of a new trend in utility financing 
only time can tell. 
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Table III lists preferred stock issues of- 
fered during the quarter. Total offerings 
amounted to only $6,625,000 as compared 
with $27,774,600 in the third quarter and 
$61,602,475 in the fourth quarter of 1940. 


Summary of the Year, 1941 


The total volume of long-term public 
utility financing (bonds, serial notes, and 
preferred stock) in 1941 was slightly above 
the 1940 volume and about the same as 
in 1939. The volume of long-term financing 
has been about equal in each of the years 
from 1936 to 1941, inclusive. These data are 
shown in Table IV. As explained in a 
footnote to this table, no common stocks 
or short-term obligations, except serial notes 
with a term of 5 years or more, are included. 

This table also reveals that the total 
amount of long-term bonds issued (public 
and private offerings combined) has also 
remained about the same in each year since 
1939. However, the volume of public offer- 
ings of long-term bonds has decreased in 
each of the years from 1939 to 1941, inclu- 
sive. The opposite tendency is noted in 
private offerings of long-term bonds. The 
1941 volume of private offerings ($736 mil- 
lions) represents a new high for the period 
covered by this report. 

Included in the third quarter totals are 
two extremely large American Telephone 
and Telegraph Company issues, amounting 
to $323,584,g00 or 44% of the 1941 total. 
These issues were offered in September of 
1941. This company’s 3% convertible de- 
bentures of 1956 were dated September 1, 
1941 and were offered to holders of the 
capital stock at par. The issue amounted 
to $233,584,g00 and by September 3, 1941 
slightly over 95% of this amount had been 
subscribed. The subscription rights were 
at the ratio of $100 of debentures for each 
share of stock held of record on July 25, 
1941. Subscription price was $100 for each 
$100 principal amount thereof. The deben- 
tures are convertible into capital stock at 
any time after January 1, 1942 to and in- 
cluding December 31, 1954 (except in event 
debentures are called for redemption, such 
rights terminate at close of business on 
date fixed for redemption of such deben- 
tures). The conversion price subject to 
adjustment as provided in the indenture 
is $140 per share, payable by surrender of 
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$100 principal amount of debentures and 
payment to the company of $40 cash for 
each share of stock. The market quotation 
of the convertible debentures as of Febru- 
ary 6, 1942 was 108% of par while on the 
same day the common stock was selling at 
$128.50 per share. This issue has been classi- 
fied as a private sale because it was not 
made available to the public generally. 

The American Telephone and Telegraph 
Co. also issued $90,000,000 of 234% Deben- 
tures of 1976 in September of 1941. This 
issue was gotten out shortly after the con- 
vertible debenture issue. The entire amount 
was sold to an insurance group headed by 
the Mutual Life Insurance Co. at 101.842 
or a yield rate of 2.67% to maturity. This 
compares with yield rate of 3% on the con- 
vertible debentures which were of shorter 
term (15 years as compared with 35, years) . 

The number of long-term bond issues 
sold privately has become increasingly 
more important in recent years. A table, 
including 1941 figures, which has appeared 
in previous annual summaries is repeated 
again: 











% of Public Utility 
Long-term Bonds 
Year Sold Privately* 
(1, a aeaeieerene ae ianon 9% 
NQD Eas eiscecussisiescctes 7 
NOGEME 2-513 sccsvestate;s 23 
0 39 
RQ eco gecsencsteess 37 
MQW eer ecisiietcneies 62 








* Excludes serial issues. 


The 1941 figure of 62% indicates a re- 
sumption in the trend toward private sale 
of long-term bonds after a slight decrease 
in 1940 over the 1939 percentage. In the 
third quarter of 1941 there was a particu- 
larly large proportion of private offerings 
(86%) . Commentators stressed as an ex- 
planation the introduction of competitive 
bidding in this quarter. It is noteworthy 
that the proportion of long-term bonds sold 
privately fell to 24% in the fourth quarter 
of 1941. This was after there had been 
more experience with competitive bidding. 

The volume of serial offerings was larger 
in 1941 than in 1940 but not as large as 
in 1938 and 1939. Serial offerings continue 
to be small in proportion to the volume of 
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other financing. 

The volume of preferred stock offered in 
1941 was considerably less than in 1940 and 
slightly below the 1939 total. The first 
two quarters of 1941 were about equal to 
the quarterly average for 1940 but a sharp 
decline in preferred stock offerings took 
place in the third and fourth quarters of 
1941. If the cost of capital continues favor- 
able it seems reasonable to expect a resump- 
tion in the refunding of presently outstand- 
ing preferred stocks issues in 1942. 

Table III summarizes data on offering 
yield, underwriters’ commissions, estimated 
incidental expenses, and net cost of bond 
capital to the company for the publicly of- 
fered long-term debt issues in each quarter 
of the years 1936 to 1941, inclusive. It 
should be borne in mind that the data on 
yields are not exact measures of shifts in 
interest rates. Variation in the quality of 
the issues offered in any particular quarter 
may well account for many of the changes 
in costs. 

Study of the table reveals several interest- 
tendencies: 1. Offering yield on long-term 
debt issues showed little if any tendency to 
rise in 1941 from the low level reached in 
1940. 2. There remains an almost complete 
absence of issues looked upon as being of 
doubtful investment merit. This is appar- 
ent because of the lack of issues offered at 
prices to yield 5% or more. 3. Underwrit- 
ers’ commissions have dropped consider- 
ably during 1941 while incidental expenses 
have remained about the same. The effect 
of the last item on the average spread be- 
tween offering yield and net cost to com- 
pany in 1941 has already been discussed in 
the section on fourth quarter financing. 


The following table compares the aver- 
age spread for the years 1936 to 1941, in- 
clusive: 











Spread between offering 
Year yield & net cost to Co.* 
1936 18% 
1937 -16 
1938 16 
1939 18 
1940 13 
1941 ll 








* Expressed as a percentage of par value issued. 


The average spread declined in both 1940 
and 1941. It is apparent that a significant 
narrowing in this important differential 
has occurred during the past two years. 

The term in years of publicly and pri- 
vately sold long-term bonds is summarized 
below. 

There were 88 long-term debt issues of 
$1,000,000 or more par value offered in 
1941, 64 being private and 24 public issues. 
The most frequent term was 30 years. The 
most frequent term last year was also go 
years. In the case of privately sold issues 
there were nearly as many 25, year term is- 
sues as there were 30 year term issues. In 
1940 83% of the long-term debt issues of 
$1,000,000 or more par value had terms of 
25 or 30 years, whereas in 1941, 77% had 
terms of 25 or 30 years. 


High-Lights of the Year’s Financing 


Philadelphia Electric Co. First and Refund- 
ing 2-34’s of 1971 in the amount of $20,- 
000,000 sold at a price to yield 2.55%. The 
net cost to the company was only 2.61%. 

















Large Long-Term Debt Issues 
Offered during 1941 * 
Term in Years Number of Number of Combined Public 
Public Private and Private 

Offerings Offerings Number Percent 
Less than 20 years 2 8 10 11% 

a0 2 3 5 6 

25 5 24 29 33 

30 13 26 39 44 

More than 30 2 3 5 6 
Total 24 64 88 100% 

















* Excluding serial issues and issues of less than $1,000,000 par value. 
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This is the lowest net cost in this series. 
This issue compares with the former low of 
the Boston Edison Co. First 234’s of 1970 
issued in 1940 which sold at a price to yield 
2.51% and a net cost to the company of 
2.62%. 

Consolidated Gas El. Lt. and Pr. Co of Bal- 
timore First and Refunding 234’s of 1976 
sold at 103.50 to yield 2.60% and a net cost 
to the company of 2.69%. 

Illinois Bell Telephone Co. First Mortgage 
234’s of 1981 sold at 103.50 to yield 2.61% 
and a net cost to the company of 2.67%. 
This was a rather large issue amounting to 


$46,250,000. 

Bell Telephone Co. of Pa, First and Re- 
funding 234’s of 1976 sold at 100.00 to yield 
2.75%. This issue was sold privately. 


American Telephone and Telegraph Co. 
Debentures of 1976 sold privately at 101.-. 
842 to yield 2.67%. This issue totaled $go,- 
000,000. 


Ohio Power Co. 44%4% Comulative Pre- 
ferred stock, par $100, sold at 108 to yield 
4.17%. This was the largest preferred stock 
issue in 1941, the principal amount being 
$20,240,000. 


TABLE I. SUMMARY AND ANALYSIS OF PuBLic UTILITY LONG-TERM DEBT IssuES 
OFFERED PUBLICLY, FOURTH QUARTER, 1941 











Coupon Prine’pal | Maturity ; Month of 


Company and Issue Rate Amount Date Offering 
(A) (B) (Cc) (D) (E) 
% 
Gulf Power Co. 
First Mortgage 3% | $ 5,600,000; 1971 | Oct. 
Mississippi Power Co. 
First Mortgage 3% 8,927,000} 1971 | Oct. 
Centra! 1’ Puhtie Serv. 
First Mortgage 3¥% 38,000,000} 1971 | Oct. 
Pacific Gas & Elec. Co. 
First and Refunding 
3 25,000,000; 1971 | Nov. 


lortgage 
Philadelphia Electric Co. 
First and Refunding 


Mortgage 2% 20,000,000; 1971 | Nov. 
Mobile Gas Service Corp. 


First Mortgage 3% 1,400,000} 1961 | Dec. 
North Shore Gas Co. 
First Mortgage 4% 3,700,000; 1961 | Dee. 


Total or weighted average $102,627,000 

Total or weighted average 88,100, 
(Excluding issues for 
which incidental ex- 
penses are not avail- 














able) 





Under- 
writers’ | Proceeds | Estimated 
to 





Offering} Commis- Incidental | Net Cost to 

Offering | Yield sions Company | Expenses | Proceeds | Company 
(F) (G) (H) (I) (J) (K) (L) 
_% | % | % % %o % % 
103 2.97 -7938 | 102.2062 b b b 
102.45 3.00 336 102.114 b bd | b 

107 3.02 | 1.2103 | 105.7897 .3421 | 105.4476 3.10 
105 2.7% | 1.75 103.25 52 102.73 2.86 


104.176 | 2.55 -7216 | 103.4544 5750 | 102.8794; 2.61 
104.68 3.43 | 3.98 100.70 1.81¢ 98.89 3.83 





101 4.18 | 2.75 98.25 68¢ 97.57 4.43 
105.10 2.90 .24 103.86 ere Pree sey 
105.50 2.89 | 1.36 104.14 -48 108.66 | 2.99 




















2A portion of this issue ($3,000,000) was sold by the underwriters to an insurance company at 102.4562% of par. 


> Not available. ; 
¢ Pro rata share of expenses. 
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TABLE II. SUMMARY AND ANALYSIS OF PuBLIC UTILITY LONG-TERM DEBT 
IssUES OFFERED PRIVATELY, FOURTH QUARTER, 1941 


























Coupon | Principal | Maturity | Monthof | Offering | Offering 
Company and Issue Rate Amount Date Offering Yield Yield 
(A) (B) (C) (D) (E) (F) (G) 
Black Hills Pr. & Lt. Co. 
First Mortgage, A.................00 334% |$ 2,000,000 1971 October 103.75 3.30% 
Derby Gas & Elec. Corp. ; 
Collateral Trust Deb................. | § 2,750,000 1949 October 100.00 3.00 
Mclaren-Quebec Power Co. 
First Mortgage ...............::00000 4 | 950,000 | 1959 October 98.00 4-16 
New Haven Water Co. | | 
General & Refunding................ | 3% | 550,000 , 1976 October + 2 
Newport Gas Light Co. | 
First Mortgage .................0000 3% | 400,000 1961 October 100.00 3-25 
Peopjes Gas Co. 
First Mortgage .................:0000+ 3% | 700,060 1961 October 100.00 3-50 
Western New York Water Co. | , 
First Mortgage ...............0.000 33% | 3,000,000 1966 October 106.74 3-35 
Sinking Fund Notes.................. | $34 | 1,400,000 | 1956 October 102.90 3-49 
California Wt. & Tel. Co. | 
First Mortgage ................0000 3% 5,850,000 1971 November 105.50 3-27 
Northwestern Wis. El. Co. 
First Mortgage ...............::00 3% 75,000 1954 November 100.00 3-75 
Public Elec. Lt. Co. | 
First Mortgage ................:0000 | 334 100,000 1961 November = 2 
Rawlins Elec. Co. | 
First Mortgage ...........ccccccsse0 3% 200,000 1966 November 100.00 3-50 
Sheridan County Elec. 
First Mortgage ..............:.0:.000 3% | 750,000 _ 1966 November 100.00 3.50 
Southwest Natural Gas Co. | | | 
First Mortgage, A.................. | $34 | 1,850,000 | 1956 November : : 
Trinidad El., Tr., Ry., & Gas Co. | | 
First Mortgage ..................004 | 3% | 1,600,000 1966 November 100.00 3-50 
Atlantic City Sewerage 
First Mortgage ..................00000. | 3% 1,450,000 1961 December 103.00 3-54 
Albuquerque Gas & El. Co. 
First Mortgage .................008 3% 267,000 1966 December 104.25, 3-25 
Central Main Pr. Co. | 
ist & genl. mtge., L.................. | 3% 1,000,000 1970 December 111.00 2.93 
Kentucky Utilities Co. 
First Mortgage ................0008 4 1,000,000 1970 December 106.50 3-64 
Middle Western Tel. Co. 
Collat. Trust Deb. .................... 4 425,000 1951 December z 2 
New Hampshire Gas & El. Co. 
First Mortgage, B...................... 3% 1,000,000 1971 December 103.79 3-30 
Northwestern Lt. & Pr. Co. 
First Mortgage ...............0000 4 1,200,000 | 1966 December . s 
Panther Valley Water Co. | | 
First Mortgage ........................ 33% | 1,000,000 | 1966 December 100.00 3-25 
Pub. Serv. of Ind. | | | 
First Mortgage, C..........0..0..00..4.. 3% | 13,200,000 | 1971 December 105.00 3-12 
Total of All Issues................ $42,517,000 | 
Total or Weighted Average | / $38,392,000 104.04 3.26% 


(excluding issues for which | 
complete data are not avail- | 


able) 


| 














1 Not available. 








TABLE III. SUMMARY AND ANALYSIS OF PREFERRED STOCK ISSUES OFFERED, 
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Dent Issues OFFERED PUBLICLY (EXCLUSIVE OF SERIAL MATURITIES) , 
1936 to 1941, INCLUSIVE * 
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Underwriters’ Estimated Inciden- 
Year and |Number| Offering Yields Commissions tal Expenses Cost to Company 
uarter OY ll en a aaa 
Q Issues Weighted Range Weighted Weighted Weighted 
Range Average Average Range Average Range Average 

‘ 4 6%| * | &| & 1% 2). % SO By 
193 | 

MGs cssancesecs 17 3.25—5-48| 3.64 1.00—6.00 2.25 0.42—2.27 0.58 3.40—6.09 3.82 

end .......... 26 3.05—5.00! 3.78 0.97—4.00 2.26 0.35—2.15 0.91 3:13—5-75 4-00 

GED ..i......: 18 3-15—4-77 3-46 0.75—3.50| 2.18 0.51—2.38 0.84 3.28—5.23 3.63 

ACH 0.0.0.5. 32 3.00—4.87 3-37 0.74—3-25 2.06 0.23—1.68 0.54 3-12—5.38 3.51 
1937 

BSE os.scccsouce 12 3-19—5-11 3-48 2.00—5.00 2.02 0.48—4.16 0.58 3-34—5 81 3-61 

end .......... 8 3-25—4.69 3-61 2.00—3.25 2.06 0.29—1.90 0.64 3-41—5.17 3-78 

GEE... ccsoes 6 3-37—5 28 3.69 1.99—4.00) 2.02 0.51—3.69 0.84 3.53—6.25, 3.86 

ACD ...0c0050 5 3-50—4.56 3.82 2.00—3.50/ 2.12 0.62—1.62 0.88 2 99—5-23 4.05 
1938 

BAD sccscsise 4 3-39—4-44 3.86 2.00—2.50 2.27 0.54—1.02 0.61 3-55—4-76 4.05, 

2N@ .......... 7 2.92—6.18 3-40 1.03—8.00 1.73 0.36—6.57 0.57 3-11—7.65, 3.58 

GEG. «0.0005: 12 3.00—5.00 3-43 0.50—3.50 1.80 0.50—2.18 0.74 3-13—5.38 3-58 

yee 12 3.01—6.20 3-44 0.96—5,.00 | 1.98 0.32—3.33 0.58 3-15—6.91 3-59 
1939 | 

| eee 6 3-15—4.00 3.58 1.75—4.00| 2.09 0.61—1.48 0.81 3-32—4.22 3.81 

2nd .......... 14 2.75—5-75 3.56 1.00—4.10, 2.01 0.39—6.91 0.70 2.89—6.36 3-73 

GT esnccceess 11 2.69—4.20 3-44 1.50—3.00 | 2.03 0.39—3.42 0.66 2.77—-4-44 3-60 

AGH) .....005:. 8 3.02—3.89 3.63 1.50—2.75 | 1.99 | 0.58—1.02 0.71 3-20—4.10 3.80 
1940 

| aeons 12 2.47—4.36 3.23 1.50—-2.50, 1.99 0.39—0.94 0.49 2.69—4.63 3.38 

end .......... 4 2.78—3.36 3-29 2.00—2.00 | 2.00 0.66—0.95, 0.71 2.92—3.56 3-47 

GUE .......04: 8 2.73—4.38 3-10 2.00—3.50| 2.05 0.41—1.31 0.59 2.85—4.80 3-24 

7: eee 14 2.51—4.50 2.81 0.50—4.00| 1.75 0.36—2.81 0.51 2.62—5.06 2.91 
1941 | 

WAGE oc sencssces 12 2.60—4.75 2.86 1.50—3.00 | 1.79 0.45—3-40 0.59 2.67—5.38 2.97 

ond .......... 5 3.00—4.07 3.36 1.75—3.00 | 1.91 0.37—0.66 0.49 3-11—4.27 3-51 

GEE 5-035. 1 2.90—2.90 2.90 1.29—1.29 | 1.29 0.58—0.58 0.58 3.00—3.00 3.00 

BUD 205500658 5 2.55—4.18 2.89 0.72—3.98 | 1.36 0.34—1.81 0.48 2.61—4.43 2.99 


























* Excluding issues for which complete data are not available. 
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TaBLe IV. VOLUME OF PuBLIC UTILITY FINANCING, BY QUARTERS 
1936 to 1941, INCLUSIVE * 






























































Long-Term Bonds} P . 
= Serial Offerings | Preferred Stock ¢ 
Public Offerings | Private Offerings ; 
Year and Total in 
Quarter Per Cent Per Cent Per Cent Per Cent | Millions 
Millions | of Total§ | Millions of Total§ | Millions |of Total§ | Millions | of Total§ 
id leas SA eciincnai cn Rance) 
% % % | % 
1936 | 
\ on $ 364 86 $ 56 13 $ 4 1 $— | — $ 424 
BIG cnsrcorns 510 83 28 4 54 9 24 | 4 616 
BID sascccess 238 76 vB 23 1 — 4 | 1 314 
BED: cncssrcace 719 93 31 4 —_— _ 19 | 3 769 
Total ...... $ 1,831 86 $186 9 $ 59 3 $ 47 2 $ 2,123 
1937 
BBE sascsssssts $ 274 72 $ 19 5 $ — — $ 85 23 $ 378 
end .......... 185, 92 10 5 4 2 1 1 200 
BP isssiccases 66 73 3 3 18 20 4 4 91 
Perr 87 80 11 10 oO 9 1 1 109 
et a $ Gi2 79 $ 43 5 $ 32 4 $ 91 12 $ 778 
193 
BOE sssviecnees $ 106 68 $ 49 31 $— — $1 | 1 $ 156 
ond ......... 179 75 55 23 2 1 2 1 238 
gid. .......... 240 "3 81 25 5 2 1 om 327 
MED ssssscaes 350 69 81 16 55 11 19 | 4 505, 
—_— -—_— — os —— a | — 
Total ...... $ 875 71 $266 22 $ 62 5 $23 | 2 $ 1,226 
1939 
OU css $ 96 64 $ 18 12 2 — — $36 | 2%4 $ 150 
ond ......... 203 46 181 42 3 1 48 | wn 434 
ES 247 64 63 16 32 8 47 | 12 389 
BERR scesssssce 155 43 183 50 22 6 a. | 1 364 
Total ...... $ 699 53 $445 33 $ 57 4 $136 | 10 $ 1,337 
1940 
BOE ssiveisonne $ 141 54 $ 59 22 $ 10 4 $53 | 20 $ 263 
end .......... 52 29 80 45 3 2 48 24 178 
| eRe 137 56 84 35 6 2 | 4 244 
GOR: cctsscise 360 59 179 go 5 1 62 | 10 606 
Total ...... $ 690 53 $402 31 $ 24 2 $175 | 14 $ 1,291 
1941 | 
—— $ 164 39 $197 47 $ 5 1 $52 | 18 $ 418 
2nd .......... 149 52 81 28 16 5 48 | 15 289 
BTM ....se00e 32 7 415 86 5 1 28 | 6 480 
4th... 103 60 43 25 20 12 6 | 38 172 
Total ...... $ 448 33 $736 54 $ 46 3 $129 | 10 $ 1,359 





























* Exclusive of short-term obligations (other than serial issues) and common stock issues. No attempt has been made 
to summarize short-term borrowings because of the impossibility of obtaining complete data. Public offerings of com- 
mon stock have been negligible throughout the period. 

+ Exclusive of serial offerings. 

t Includes issues sold privately as well as publicly. 

$ Per cent of each type of financing to the total in the quarter shown in the right hand column. 
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TABLE V. SUMMARY OF YIELD AND Cost DATA OF PuBLic UTILITY LONG-TERM 





FOURTH QUARTER, 1941 








Company and Issue 
A 





Lexington Telephone Co. 

Cum. Pfd., $100 par.................. 
Black Hills Pr. & Lt. Co. 

Cum. Pfd., $100 par..........0.0..0.0... 
Pacific Gas & Electric Co. 

Cum. Pfd., $25 par..............0...... 
Mobile Gas Service Corp. 

Cum. Pfd., $100 par..........0..0....... 


Total or weighted average.......... 








Principal | Monthof | Offering | Offering 

Dividend | Amount Offering Price Yield 
(B) (C) (D) (E) (F) 
% ‘ % 
5-20 | $ 800,000 | October $106.00 4-91 
5-00 850,000 | October 100.00 5.00 
5.00 4,375,000 | November 27.00 4-63 
6.00 600,000 | December 92.50 6.49 
$6,625,000 488 
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Statistician 
Public Service Commission of Wisconsin 
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Assistant Rate Analyst 
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Book Review Department 





Wickizer, V. D. and Bennett, M. K. “THE 
RicE Economy oF Monsoon AsiA,” Stan- 
ford University, California: Food Re- 
search Institute, in cooperation with the 
International Secretariat, Institute of Pa- 
cific Relations, 1941. pp. 358. $3.50. 


The authors present in a descriptive and 
analytical manner the economics of rice pro- 
duction, consumption, and trade in the 
most intensive rice producing and consum- 
ing area of the world, Monsoon Asia, and it 
is done in a clear-cut, scholarly fashion. 
Monsoon Asia, as used in this book, refers 
to “an area which extends across the south- 
eastern part of the continent of Asia from 
India to Japan, and includes practically all 
of the adjacent tropical and sub-tropical 
islands.” Monsoonal climatic conditions 
profoundly influence agriculture and the 
life of the people in this vast area. Here, as 
is pointed out, 95%, of all the rice is pro- 
duced and consumed. 

This is not just another treatise on rice, 
of which there are many in existence. It is 
a pioneering work in that it is a first at- 
tempt to quantitatively analyze statistics of 
production, trade, and consumption cover- 
ing this entire area for a period of about 
three decades. This was a large and diffi- 
cult task, which only seasoned researchers 
could perform so adequately, for the “fac- 
tual information necessary for an appraisal 
of (the position of rice) in the world’s econ- 
omy is scarce, faulty, or altogether lacking.” 
Therefore, throughout the book, the reader 
is reminded that the statistical data may not 
be complete or even accurate and that the 
conclusions and interpretations may have to 
be modified if and when more information 
becomes available. Despite these admitted 
shortcomings in the available data, the re- 
viewer was impressed with the substantial 
amount of data that the authors were able 
to compile from the various source mate- 
rials and from field investigations by one of 
the authors. 

A fair balance is maintained throughout 
the book between the discussion of the eco- 
nomic aspects and the physical problems of 
production as well as between the purely 
descriptive material and the analytical. 


Opening with a discussion of the geograph- 
ical setting of rice production and the cul- 
tural practices found in the numerous pro- 
ducing areas, detailed descriptions of 
marketing, exporting and importing, con- 
sumption, and price factors and price rela- 
tionships follow in their order. The chapter 
on government intervention and price-con- 
trol schemes indicates that the oriental 
countries attempted to solve the pressing 
price problems for their producers much as 
occidental nations have for theirs, and with 
apparently the same difficulty. After noting 
from the statistical evidence at hand that in 
the leading nations in Asia rice consump- 
tion is tending downward, two chapters are 
devoted to an inquiry into the possibilities 
of increasing the yield and acreage of rice 
production. The authors conclude that 
both are possible in a number of places in 
the monsoon area. Besides footnoting gen- 
erously on about three-fourths of the pages 
in this volume, the authors present, in the 
appendix, nine tables of statistical data and 
twelve pages of “statistical notes” showing 
the sources for the rice statistics used and 
the methods of conversion followed. This 
appendix is a valuable addition in a pio- 
neering work of this kind. 

The publication should prove to be of 
interest not only to agricultural economists, 
but to geographers, nutritionists, marketing 
specialists, students of foreign trade, and to 
those economists who are interested in such 
specialized subjects as the pressure of pop- 
ulation upon the food supply. Indeed, the 
authors made the latter problem one of 
their chief inquiries, and comment in the 
closing pages of the volume, “If population 
pressure on the land, already strong, con- 
tinues to grow, and if expansion of the ag- 
gregate rice output can be effected only 
with difficulty, the question of the adequacy 
of food supply may be raised for rice in 
Monsoon Asia more appropriately than it 
was for wheat by Sir William Crookes in 
1898. This is not to say that famine will face 
millions of people. But increasing 
pressure upon food resources taxes man’s 
ingenuity in making adjustments, and un- 
der certain conditions the result is a gradual 
lowering of consumption levels. This, ap- 
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parently, is what has been happening on a 
large scale in Monsoon Asia during the past 
decade or so.” Followers of Malthus will 
welcome the statistical contributions made 
by the authors. This. volume should also 
prove to be a valuable source book in 
courses dealing with contemporary agricul- 
tural economies and land economics. 

In the director’s preface to this volume, 
the statement is made that “it is hoped that 
this book will not only help to fill the need 
(of showing quantitatively the position of 
rice in the agriculture, trade, and consump- 
tion of Monsoon Asia) but also contribute 
to a better understanding of Far Eastern 
food problems, at a time when many eyes 
are turned toward the Orient... .” In the 
opinion of the reviewer the book does just 
that at a most propitious time. 


Marvin A. SCHAARS 
University of Wisconsin 


Gordon, Wendell C. ExPROPRIATION OF 
FOREIGN OWNED PROPERTY IN MEXxIco. 
Washington, D. C.: American Council on 
Public Affairs, 1941. pp. viii, 201. 

This is a very timely study of a problem 
that has long been a strain on our relation- 
ships with our sister republic on the south. 
Although oil properties are by no means 
the only form of property that has been 
expropriated in Mexico, the bulk of the 
text is concerned with this part of the prob- 
lem. Lands and railroads have suffered 
similar experiences. 

The author has set forth about as impar- 
tial and objective analysis of this problem 
as could be done and he states that as mat- 
ters stand “the dispute is likely to drag on 
over a period of years, never arriving at a 
satisfactory solution, but continually gen- 
erating ill will, until it perhaps is forgotten 
at last.” 

He says there are two sets of forces influ- 
encing the Mexicans in their handling of 
these problems of expropriation: they are 
nationalism reacting against foreign capital 
and influence, and the internal struggle of 
the poor versus the rich. Really these are 
the forces that have created the problem 
and since they are forces still in existence 
they are factors that must be considered in 
any solution of the problem. 

The economic plan a by the dele- 
gates from the United States to the Amer- 


ican Conference of foreign ministers meet- 
ing in Rio recently would undoubtedly 
have had some effect on this issue had it 
been adopted. As the war progresses, and 
should it come nearer and nearer to the 
Western Hemisphere, the more likely is this 
plan or some form of it to be adopted. This 
in turn will tend to soften the nationalistic 
impulses of the Mexican people although 
it is not likely to lighten the economic bur- 
dens of the masses. 

This book clearly points out that all the 
sins, both of commission and omission, 
have not been on the part of the Mexican 
Government or its people. Often times it 
has been a case of the pot calling the kettle 
black, which fact has not made the settle- 
ment of the issues any easier. 

Samuel Guy Inman in his foreword em- 
phasized that if the people of the United 
States have shown that they refuse to cher- 
ish institutions that stood in the way of 
their national progress, it is time to realize 
that Mexico is fully entitled to work out 
her destiny in the same manner. “If the 
New Deal in the United States sincerely 
hopes to bring its hemispheric ideals to fru- 
ition it will have to decide that property 
interests are less important than the well- 
being of Mexico.” He thinks we have dealt 
loosely enough with private property in 
our own country and it would be naive to 
accept the idea that in Mexico private prop- 
erty is sacred. 

The author deserves much credit for his 
painstaking labor in making this study and 
he has succeeded in adding a valuable con- 
tribution to the growing body of literature 
on our Latin-American relations. On the 
front cover, inside, is a statement of the 
present status of this problem. On Novem- 
ber 19, 1941, the United States and Mex- 
ico reached agreements laying the ground- 
work for the settlement of the problems re- 
viewed in this study. 

LEONARD LOGAN 
University of Oklahoma 


NATIONAL ASSOCIATION OF ASSESSING OF- 
FICERS. ASSESSMENT ORGANIZATION AND 
PERSONNEL. Chicago: National Associa- 
tion of Assessing Officials, r941,pp.vxi, 
429. 

This book is of interest and value to all 
who have an interest in local government 
as a whole. Practically all the conclusions 








116 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


can be applied to local governmental prac- 
tices in general. 

The book shows 26,300 primary assess- 
ment districts and at least 6,300 overlap- 
ping assessment districts to exist in the 
United States. These districts range in pop- 
ulation from about half a dozen to nearly 
7¥% million persons while the values range 
from $25,000 to over $165,000,000,000. ‘The 
delimitation, organization and staffing of 
these districts follows an almost infinite 
variety of patterns. The authors have shown 
by means of statistics, pertinent, concrete 
examples how one of the most important 
responsibilities of government, that of de- 
termining the base 2: ee which the general 
property tax is to spread, rests upon 
local assessing organizations inadequate for 
the proper conduct of such work. The need 
for revisions of procedure are clearly indi- 
cated and specific suggestions are made as 
to how improved assessment administration 
can be obtained. 

The chapter which treats with overlap- 
ping assessment districts shows that two 
or more different property assessments may 
be made of the same identical property be- 
cause of superimposed assessment authori- 
ties with a consequent duplication of effort 
and expense, to say nothing of the general 
confusion resulting from such practices. 

The local district assessment organiza- 
tions have been found totally inadequate 
for making sound valuations of certain 
types of property, and for this reason the 
responsibility of assessing certain property 
has been turned over to state authorities. 
The chapter on State Assessment Districts 
indicates the entent to which public utility 
properties, intangibles, mineral properties, 
motor vehicles, and other special properties 
are now assessed through state central agen- 
cies. 

In the chapter dealing with the organiza- 
tion of assessment departments, tenure, 
compensation, and personnel administra- 
tion, the authors have enunciated sound 
principles which could well serve as a guide 
not only for effective assessment organiza- 
tion and personnel but other branches of 
government service as well. Probably no 
more progressive step could be made in 
local American governmental procedure 
than the —— of the principles set 
forth to the effect that, for an office requir- 
ing a high degree of professional skill such 


as assessing, a district should be established 
large enough to support a full time staff 
devoting its entire efforts to such work 
functioning through a staff selected in ac- 
cordance with sound principles of person- 
nel selection. 

The book demonstrates that there should 
be levels of administrative review through 
which a taxpayer may carry an appeal— 
preferably a local, inexpensive, and con- 
veniently located board which can correct 
simple errors of judgment through infor- 
mal hearings ,and also a competent state 
agency for more formal hearings. 

The book is a well organized, impartial 
and thorough presentation of assessment 
organization and personnel conditions. 
The authors are to be particularly com- 
mended because of the way in which they 
have adhered to the subject and avoided 
excursions into other phases of the assess- 
ment and taxation function. The book is a 
practical discussion of assessment organiza- 
tion, first presenting the situation as it ex- 
ists, second analyzing this condition, and 
third, outlining sound and practical poli- 
cies for improving the work of assessing 
offices. Probably every student of taxation 
will find minor points of fact or interpreta- 
tion with which he is not wholly in accord, 
but the fundamental problems have been 
well explored and the book lays a sound 
and much needed foundation for effective 
revision of assessment administration. 

H. R. Briccs 
Director, Agency of Economic Research 
Madison, Wisconsin 


Lentz, Gilbert Gillespie. THE ENForcE- 
MENT OF THE ORDERS OF STATE PUBLIC 
SERVICE Commissions. Urbana, Illinois: 
The University of Illinois Press, 1940. 


pp. 159, $1.50. 


This monograph is one of a series of IIli- 
nois studies in the Social Sciences and rep- 
resents a closer examination of that phase 
of American Administrative Law which is 
concerned with the enforcement of orders 
of public service commissions. After a pre- 
liminary discussion which serves to orient 
the problem of administrative enforcement 
in general and a short review of the devel- 
opment of our public utility regulating 
commissions, the author comes to grips with 
his special problem. His conclusion is fore- 
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shadowed by this illuminating paragraph 
which appears early in the study: “The 
courts have been willing to concede to the 
commissions the use of processes that “re- 
semble’ judicial processes so long as their 
doing so does not limit the courts in their 
jurisdiction to determine judicial ques- 
tions. In a word, the courts have been will- 
ing to share but not relinquish their ju- 
dicial position, and the reconciliation of 
the commissions with the doctrine of the 
separation of powers rests mainly upon that 
attitude.” 

In successive chapters, enforcement prob- 
lems are examined under these headings: 
(1) application of fines and penalties, in- 
cluding reparation orders; (2) actions to 
compel compliance by means of the judicial 
writs of mandamus and injunction; (3) use 
of the court’s power to punish for contempt; 
(4) direct powers of enforcement conferred 
upon the commissions themselves, as in Cal- 
ifornia, Oklahoma, Louisiana, and Vir- 
ginia; (5) a discussion of prosecuting offi- 
cers and agencies where the relation of vari- 
ous officials to the enforcement problem is 
briefly reviewed; and finally (6) a treat- 
ment of administrative and review proce- 
dure in which the more recently adopted 
methods of rendering commission determi- 
nations somewhat more effective are briefly 
surveyed. 

The author comes to the conclusion that 
the original pattern, i.e., applying the analo- 
gous enforcement procedures available for 
legislation in general, had to be modified to 
take account of the fact that commission 
orders are evolved by a different process 
than legislation; that utility regulation per- 
forms a different function, is more experi- 
mental in nature, and requires different 
tests of validity. Hence the courts, while 
expressing “complete sympathy with the 
ends which the legislature and the commis- 
sions have sought to attain” have neverthe- 
less criticized commission procedures. 

In general, the study confirms that there 
is not much difference between the effec- 
tiveness of enforcing powers used by com- 
missions directly ( where the commission is 
a court of record) or indirectly (where the 
commission seeks the aid of the courts). 
In both cases there exists ample opportunity 
either of “appeal” to a higher court or of 
an action to “review”. There is little evi- 
dence that, where summary processes are 


available to the commission, their acts have 
become arbitrary. Much depends upon the 
competence of the commission personnel, 
the judicious use of such enforcing powers 
as they do have in connection with their 
other powers to grant rehearings, to modify, 
suspend or revoke orders or by issuing pre- 
liminary “cease and desist” orders. The ef- 
fectiveness of regulation is not judged alone 
by the number of cases in which the courts 
have refused or consented to enforce com- 
mission orders but by the intangible factor 
of commission influence in securing volun- 
tary compliance with their recommenda- 
tions without resort to legal enforcement 
machinery. This essay is well worth careful 
study by those interested in the technical 
aspects of commission procedure. 


MarTIN G. GLAESER 
University of Wisconsin 


Waterman, Merwin H. ‘Economic IMPLI- 
CATIONS OF PuBLIC UTILITY HOLDING 
ComPANY OPERATIONS,” Michigan Busi- 
ness Studies, Vol. IX, No. 5, 1941. pp. 
180. $1.00. 


Mr. Waterman’s study is a statistical anal- 
ysis designed to raise significant doubts as 
to the reasonableness and wisdom of the 
“death sentence” clause of the Public Util- 
ity Holding Company Act of 1935. Through 
this statistical approach he has endeavored 
by means of a comparison between “inde- 
pendent public utilities” and holding com- 

any subsidiaries to demonstrate that the 
interests of both the consumer and investor 
have been, on the whole, best served by the 
holding company systems. He attempts to 
illustrate this point by the use of certain ob- 
jective criteria such as costs of service to 
the residential user, economy of manage- 
ment, and protection afforded the investor. 
In general it may be said that the evidence 
was largely in favor of the holding company 
subsidiaries over the “independent” com- 
panies. As a part of the general treatment 
Mr. Waterman also illustrates statistically 
that there is “considerable reason to doubt 
the coincident examples of bigness and in- 
efficiency”; further, that there is little ap- 
parent correlation between efficiency of op- 
erations and the distance of the holding 
company headquarters from the actual op- 
erating subsidiary; and lastly, that adequate 
regulation of the holding company systems 
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could be effected without the “unreason- 
able” extremes proposed by Clause 11 (b) 
(1) of the Act. 

Of course, the center of Mr. Waterman's 
argument as to the unreasonableness of 
Clause 11 (b) (1) rests upon the idea that 
with the administration of the above clause 
“such holding companies as are permitted 
by law to continue in existence must neces- 
sarily have or take on many of the charac- 
teristics of independent utilities.” He con- 
sequently treats as “comparable” the “in- 
dependent” utilities and those utility sys- 
tems which will be evolved through the ad- 
ministration of the Act. Considerable doubt 
may be expressed as to whether this compar- 
ison is a just one. Neither the clause itself, 
nor the Commission’s interpretation of the 
clause would seem to indicate that any such 
“unreasonable” interpretation is to be 
taken. Rather, the greatest of consideration 
is being accorded those economies which 
are the resultant of consolidation. 

On the whole, however, Mr. Waterman’s 
study must be credited with raising consid- 
erable doubt as to the advisability of unre- 
strained disintegration, for his comparison 
of the holding company subsidiaries and the 
“independent” utilities certainly indicates 
that there are definite limits to any pro- 
gram designed to eliminate the evils of the 
holding company system. 


Joun R. HENSON 
Madison, Wisconsin 


Crumbaker, Calvin. TRANSPORTATION AND 
Pouitics. Eugene, Oregon: University of 
Oregon, 1940. pp. v, 169. $1.25. 


The sub-title is “A study of long-and- 
short-haul policies by Congress and the In- 
terstate Commerce Commission.” The 
Commission’s efforts to administer the long- 
and-short-haul provisions of section 4 of the 
Act before and after 1920 are reviewed in 
considerable detail and the effects of the 
amendments to, and the changes in the law 
weighed and analyzed. In denying the ap- 
plication of the transcontinental carriers 
for relief, the Commission was influenced 
by the policy of Congress expressed in the 
Transportation Act of 1920—“to promote, 
encourage, and develop water transporta- 
tion, service and facilities in connection 
with the commerce of the United States and 
to foster and preserve in full vigor both rail 
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and water transportation.” In carrying out 
those statutory directions the Commission 
approved a rate structure which tended to 
preserve the water carriers by preventing 
the rail carriers to compete for certain 
classes of traffic through rate adjustments. 
It is the author’s contention, in his analy- 
sis of I. C. C. decisions, that the Commission 
“makes itself a superlegislative body to re- 
view the decision of Congress.” 

In a chapter on Commission and Con- 
gressional pressure methods it is pointed 
out that the so-called policies of Congress 
are in most cases committee policies and 
may be controlled by minority groups; that 
the independence of the Commission may 
also be affected by the nominating power 
of the President with respect to Commis- 
sion appointments and by the confirmation 
power of the Senate. 

More effective regulation of all compet- 
ing carriers will nullify the importance of 
the long-and-short-haul controversy: mem- 
bers of Congress must also be guided in 
their law-making by sound economic princi- 
ples. The whole study is provocative of 
thought and goes to the very heart of the 
country’s problem involving the regulation 
and supervision of the transportation indus- 
try. 

HEnryY R. TRUMBOWER 


University of Wisconsin 


Bonbright, James C. Pusiic UTILITIES AND 
THE NATIONAL POWER POLiciEs. New 
York: Columbia University Press, 1940. 


pp. vi, 82. $1.25. 


In this book, composed of four lectures 
and an article “Public Ownership and the 
National Power Policy” reprinted from the 
Yale Law Review, the author presents a suc- 
cinct, non-technical summary of electric 
utility regulation and present national 
power policies. The usual generalizations 
concerning early attempts at regulation, the 
powers of commissions, and the reasons for 
utility regulation are followed by a discus- 
sion of rate regulation under the “fair 
value” doctrine which the author believes 
impractical. 

Both the aregete of regulated private 
ownership and the inadequacy of regula- 
tion, insofar as each exists, are attributed 
to the handicap imposed by the “fair value” 
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rule of rate-making, particularly in its ad- 
ministrative deficiencies. Professor Bon- 
bright believes that a flexible position per- 
mitting of experiments in rate control is 
preferable to the “prudent investment” 
principle of valuation as a basis for rate- 
making. He notes the increased demand 
that has followed rate reductions in many 
areas and suggests that rate reductions by 
private firms have resulted from actual or 
potential competition from public plants 
rather than from actions of public service 
commissions. 

After pointing out the abuses concomit- 
ant with the growth of the holding com- 
pany, the author briefly surveys and. favor- 
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ably appraises the three-fold federal power 
policy, which includes the attempts at more 
effective regulation, the public power pro- 
gram, and rural electrification. In conclu- 
sion, the author sketches the arguments for 
public ownership, the problem of subsidiza- 
tion, and the practicability of co-existent 
private and public leas 

The summary character of the book pre- 
cludes desirable empirical support of many 
broad generalizations but the author him- 


. Self refers the reader to opposing views. 


WILLIAM V. WILMOT, JR. 


Madison, Wisconsin 





CONSERVATION OF SCHOLARLY JOURNALS 


The American Library Association created this last year the Committee 
on Aid to Libraries in War Areas, headed by John R. Russell, the Librarian 
of the University of Rochester. The Committee is faced with numerous 
serious problems and hopes that American scholars and scientists will be 
of considerable aid in the solution of one of these problems. 


One of the most difficult tasks in library reconstruction after the first 
World War was that of completing foreign institutional sets of American 
scholarly, scientific, and technical periodicals. The attempt to avoid a dupli- 
cation of that situation is now the concern of the Committee. 


Many sets of journals will be broken by the financial inability of the 
institutions to renew subscriptions. As far as possible they will be com- 
pleted from a stock of periodicals being purchased by the Committee. Many 
more will have been broken through mail difficulties and loss of shipments, 
while still other sets will have disappeared in the destruction of libraries. 
The size of the eventual demand is impossible to estimate, but requests 
received by the Committee already give evidence that it will be enormous. 


With an imminent paper shortage attempts are being made to collect old 
periodicals for pulp. Fearing this possible reduction in the already limited 
supply of scholarly and scientific journals, the Committee hopes to enlist 
the cooperation of subscribers to this JOURNAL in preventing the sacrifice of 
this type of material to the pulp demand. It is scarcely necessary to mention 
the appreciation of foreign institutions and scholars for this activity. 


Questions concerning the project or concerning the value of particular 
periodicals to the project should be directed to Wayne M. Hartwell, Execu- 
tive Assistant to the Committee on Aid to Libraries in War Areas, Rush 
Rhees Library, University of Rochester, Rochester, New York. 








